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ABSTRACT 

As part of a series of hearings on the 
reauthorization of the Higher Education Act of 1965, testimony was 
heard on the safety and soundness of the Student Loan Marketing 
Association (Sallie Mae) . Witnesses discussed many issues surrounding 
financial oversight of federal agencies ana financial risk to the 
taxpayer through the potential failure of such institutions. 
Legislation proposed by the Administration to improve oversight was 
discussed as well as particulars of the financial status of sallie 
Mae and recommendations for reforms to its administration. Among the 
witnesses testifying were the following: Michael Basham, Secretary 
for Federal Finance; Richard L. Fogel, Assistant comptroller General 
for Government Programs, General Accounting office; James L. Blum of 
the Congressional Budget office, and Lawrence A. Hough of the Student 
Loan Marketing Association. Also included are the prepared statements 
of the witnesses and of others who could not appear for the hearing, 
along with letters and supplemental materials. (JB) 
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HEARING ON THE REAUTHORIZATION OF THE 
HIGHER EDUCATION ACT OF 1965 



WEDNESDAY. JUNE IB, 1991 
e House of Representatives, 

SUBCOMMITTEE O N POST SBCONDABV EDUCATION, 

Committee on Education and Labor, 

Washington, DC 
The subcommittee met, pursuant to call, at 9:46 a.m M Room 2175 
Rayfcurn House Office Bufldmg, Hon. William D. Ford fSSrmanj 

Members present: Representatives Ford, Williams, Hayes, Lowev 
SajgrJ^e^ ReedTKildee, MurphyTbole^ra^^^; 

J^:*™**** T* 0 "?** Wola ^ in ' staff director. Jack Jennings, 
cEvSL? 0 ^- I te! en legislative assocwte; Gk$a 

^m^*' ^n^trative assistant; Rose DiNapoli, minority 
staff directory ; and Jo-Marie St. Martin, minority education counsel 
A < £teTi^ D - P^ el * mc *** Basham, Deputy 

t£SS££ m?*^ 5f federal Finance, U.S. Department of the 
SSS^SI^pJS^ Assi f t ^ t Comptroller General for 

rSZFa?. i Pr ° g ^ m !L M i;- Jam « L BIum > Assistant Director for 
Budget Analysis, Congressional Budget Office; and Mr. Lawrence 
Hough, President and CEO of the Student Loan M^keting^oda^ 

lv «SilS aten,ent f_!^ 13 1)6 mclud *» in the record in full immediate- 
ly following your testimony. 

We will start with Mr. Basham. You can summarize, supple- 
m^l^pf^^^^ 0 ^ * ^ you think wiffbe 

ST TA^?S ?Sr^SS^2?£S^ DEPUTY ASSISTANT SECRE- 
TrELwS?. 552?^ UA DEPARTMENT OP THE 

*?™^ Y ! ^CHABD L. FOG EL, ASSISTANT COMPTROLLER 
GOiERAL TOR GOVERNMENT PROGRAMS, GENERAL ACCOUNT- 

J AgH ^5 ank .? cm *. Mr * Cnainnan. I have just a brief sum- 
mary of my testimony that I will read. 

tj ,T- £5*™° members of the subcommittee, it is a pleasure 
£J£n^* today to J i8Ctt " th . e results of the Treasury's study of 
government-sponsored enterprises and the administration's legisla- 
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tion that will provide for more effective financial oversight of these 
important institutions. 

The failure of many federally-insured thrift institutions in the 
1980s and the massive Federal funding required for their resolution 
have focused the attention of the administration and Congress on 
otter areas of taxpayer exposure to financial risk. With this con- 
cern in mind, Congress enacted legislation requiring the Secretary 
of the Treasury to study and make recommendations regarding the 
financial safety and soundness of GSEs. 

The immense size and concentration of GSE activities served to 
underscore the need for effective oversight of GSE& The outstand- 
ing obligations of GSEs, including direct debt and mortgage-backed 
securities, totaled almost $1 trillion at the end of calendar year 
1990. This is greater than the total deposits of the more than 2,000 
insured savings and loans, and about one-third the size of the de- 
posits of the more than 12,000 insured commercial banks. 

Thus, financial insolvency of even one of the mqjor GSEs would 
strain the U.S. and international financial systems and could result 
in a taxpayer-funded rescue operation. 

GSEs are insulated from the private market discipline applicable 
to other privately-owned firms. The public policy missions of the 
GSEs, their ties to the Federal Government, the importance of 
their activities to the UJS. economy, their growing size, and the 
rescue of the Farm Credit System in the 1980s, have led credit 
market participants to view these GSEs more as governmental 
GSEs than as private entities. 

Because of this perception, investors ignore the usual credit fun- 
damentals of GSEs and look to the Federal Government as the ulti- 
mate guarantor of GSE obligations. Based on Standard & Poor's 
analysis of the financial safety and roundness of the GSEs, we have 
conducted, as we did last year, that no GSE poses an imminent fi- 
nancial threat. 

Because there is no immediate problem, there may be the temp- 
tation to adhere to the old adage, "If it's not broke, don't fix it" 
However, this course of action would be inappropriate. The experi- 
ence with the troubled thrift industry and the Farm Credit System 
in the 1980s vividly demonstrates that taking action once a finan- 
cial disaster has already taken place is costly and difficult 

Given the need for effective financial oversight of GSEs, Treas- 
ury has developed four principles of effective safety and soundness 
regulation. These are: first, financial safety and soundness regula- 
tion of GSEs must be given primacy over other public policy goals. 
Second, the regulator must have sufficient stature to avoid capture 
by the GSE or special interests* Three, private market risk mecha- 
nisms can be used to help the regulator assess the financial safety 
and soundness of GSEs. And, four, the basic statutory authorities 
for safety and soundness regulation must be consistent across all 
GSEs, 

Oversight can be tailored through regulations that recognize the 
unique nature of each GSE. Treasury has analyzed the adequacy of 
the existing regulatory structure of the GSEs against the backdrop 
of the four principles. One of the deficiencies we found in the exist- 
ing regulatory structure is that no Federal agency has the responsi- 
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bility to oversee the financial safety and soundness of the Student 
Loan Marketing Association, or Sallie Mae. 

While Treasury has some nominal authority over Sallie Mae, the 
authority is not parallel with that already in place or being pro- 
posed for other GSEs. The administration's proposed legislation 
would expand Treasury's current oversight responsibilities over 
Sallie Mae to make them consistent with the safety and soundness 
authorities of other regulators. 

Under existing law, Sallie Mae is required to submit a report of 
its annual audit by a certified independent auditing firm to the 
Secretary of the Treasury and is required to provide the Secretary 
with access to all of Sallie Mae's books and records. The Secretary, 
in turn, is required to report to the President and Congress on the 
financial condition of Sallie Mae, including a report on any impair- 
ment of capital or lack of sufficient capital noted in the audit 

The administration proposes that Treasury's regulatory author- 
ity over Sallie Mae be expanded to include the authority to deter- 
mine capital standards, to require information disclosure, to pre- 
scribe standards for books and records, and to take prompt correc- 
tive action and administrative enforcement actions, as needed. 

The administration proposal also establishes a safe harbor for 
Sallie Mae if it receives the highest investment credit rating from 
two nationally recognized credit rating organizations. If the Secre- 
tary determines that Sallie Mae merits the highest investment 
grade rating, Sallie Mae would be deemed to meet the proposed 
minimum risk-based capital requirement for 1 year following the 
date of the Secretary's determination. This would result in a sig- 
nificantly reduced regulatory burden for Sallie Mae, which is ap- 
propriate for a financially strong GSE. 

Sallie Mae received a triple-A rating from Standard & Poor's 
Corporation, a credit rating agency, when it was rated for the pur- 
pose of the April 1991 Treasury report on GSEs. Sallie Mae would, 
in all likelihood, be eligible for this safe harbor, assuming its finan- 
cial condition had not deteriorated significantly from the time S&P 
conducted its analysis. 

In conclusion, given the immense size of GSEs and the tremen- 
dous concentration of potential risk in so few institutions, the tax- 
payer is entitled to expect Congress and the administration to focus 
on more effective oversight of these institutions. We believe that 
passage of this legislation will result in more effective oversight of 
these important entities, sharply reducing the threat the taxpayer 
would be called upon for another costly and painful financial 
rescue. 

Moreover, effective safety and soundness oversight, by assuring 
the long-term financial viability of GSEs, will enhance the effec- 
tiveness of these entities in achieving their public purposes. Action 
on this legislation will send a strong signal that we nave Learned 
some important lessons from the recent and painful difficulties we 
have experienced in the financial services industry. 

Thank you. 

[The prepared statement of Michael Basham follows:] 
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Expect** at 9s 30 a.m. 
June I9 r 1991 



STATEMENT OF MICHAEL B. BASHAN 
DEPUTY ASSISTANT SECRETARY OP THE TREASURY 
FOR FEDERAL FINANCE 
BEFORE THE SUBCOMMITTEE OK F OS TSE C O N PARY EDCCATION OF TOE 
HOUSE COMMITTEE ON EDUCATION AND LABOR 

Mr. Chairman and Nembere of tha Subcommittee: 

It is a pleaeura to ba bar a today to diecuee tha raaulta of 
tha Treaeury'a aacond atudy of Government -eponeored enterprieee 
and tha Adainietration'e legielatlon that will provida for more 
effective financial ovareight of thaaa important inatitutiona. 

Tha failura of many fadarally inaurad thrift inatitutiona in 
tha 1980a, and tha maeaive Fadaral funding required for thair 
reeolution, hava focuaad tha attention of tha Adminietration and 
Congreee on othar araaa of taxpayer exposure to financial rimfc. 
with thia concern in mind, Congress enacted legislation requiring 
the secretary of the Traaaury to atudy and sake reo omanda tiona 
regarding tha financial aafaty and eoundneee of GSEe. 

The Financial inatitutiona Reform, Recovery, and Enforcement 
Act of 1989 (FIRREA) require a the Treasury to conduct two animal 
atudiee to aaaeaa the financial aafaty and aoundneee of tha 
activities of ell Government -eponeored enterprieee* The firmt of 
theae atudiee vaa auhmitted to Congreaa in May 1990* 
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The Omnibus Budget Reconciliation Act of 2990 (OBRA) 
requires the Treasury to provide an objective assessment of the 
financial soundness of GSEs, the adequacy of the exieting 
regulatory structure for GSEs, and the financial sxposurs of the 
Federal Government posed by CSEe. Xn addition, OBRA requires the 
Treasury to submit to Congress recommendid legislation to ensure 
the financial soundness of GSEs. Legislation reflecting the 
approach identified in the April 30th report has been submitted. 

The 1991 study is intended to meet the study requirements of 
FZRREA and OBRA. It includes an objective assessment of the 
financial soundness of the GSEs, which was performed by the 
Standard £ Poor's Corporation (S*P) at the Treasury's request. 
The study also includes the results of the Treasury's analysis of 
the existing regulatory structure for GSEs and recommendations 
for changas to this structure. 

i»»ense sisa and concentration of GSE activities servs 
to underscore the need for effective financial safety end 
soundness regulation of GSEs. The outstanding obligations of ths 
GSEs, including direct debt and mortgage-backed securities, 
totaled almost 51 trillion at the end of calendar ysar 1990. 
Thus, financial insolvency of evan one of the major GSEs would 
strain the U.S, and international financial systeme end could 
result in a taxpayer* funded rescue operation. 
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Tha concentration of potential taxpayer exposure with gses 
is obvious vhsn compared to the thrift and banking industriss. 
Tha total of credit markat dabt plus mortgaga pools of tha fiva 
CSEa ineludad in this raport is greater than ths total deposits 
of ths mora than 2 #000 insured stLs and about onm-third tha siia 
of tha dsposits of tha mors than 12 f 000 insursd cmtrcial banks. 
Consegusntly, tha Padaral covsmmant's potential riaK ixpoaura 
from GSEs, rathar than being diapers ad across many thousands of 
institutions, is dependant on tha managerial abilities of tha 
officers of a relatively small group of antitias. 

Despite ths sirs and importance of thsir activities. GSEs 
are insulated from tha private market discipline applicable to 
other privataly ovned firms* Tha public policy missions of ths 
GSEs, thsir tias to thm Fsdsral Government, ths importance of 
thsir activities to thm 0»S- economy, their growing sizs, and ths 
rescus of ths Farm Cradit System in tha 1980s have lad cradit 
market participants to viav thsss GSEs mors as governmental than 
as privsts antitias. Beoauss of this parception, invsstors 
ignore tha usual credit fundamentals of ths GSEs and look to tha 
Federal Government as ths ultimata guarantor of OSE obligations. 
Therefore, soma GSEs arm in a position to increase financial 
leverage virtually unconstrained by ths market or by effective 
oversight. Greater leverage results not only in higher return* 
for OSE shareholders, but also in potent iaily greater taxpayer 
exposure if a GSE experiences financial difficulty. 
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bsssd on ths MP analysis of ths financial safety and 
soundnsss of ths OSES, us hsvs cone luted r as v» did last yaar, 
that no ma posss an ininsnt financial thrsat. Bscauss thsrs is 
no lmmsdlats problam, thsrs may bs ths tamp cation to follow ths 
old adags "if it's not broks, don't fix if. Us, hovsvsr, 
bsliava that this court* of action would bs inappropriate. Tha 
sxpsrisncs with ths troublsd thrift industry and ths Fan crsdit 
Syatsm in ths 1900s vividly dsmonstrats* that taking action ones 
a financial disastsr has alrsady taksn placs is costly and 
difficult . 

Civsn ths nssd for sffsctivs financial ovsrsight of tha 
WEs, ths Trsasury has dsvslopad four principlss of sffsctivs 
safsty and soundnsss ragulation. Thsss principlss srs: 

I. Fisanoial safsty and souadasss rsgulstioa of OSBa mat bs 
givam primacy ovsr otter public polio? goals. 

Ragulation of QBZm involvss aultipls public policy goals, 
Without a clsar statutory prsfsrsncs, a currant G3E rsgulator 
nssd not givs primary cons idarat ion to safsty and soundnsss 
ovsrsight. Tharsfora, unlssa a rsgulator has an sxplicit primary 
statutory mission to ansurs safsty and soundnsss, ths Govsrnmsnt 
ssy bs smpossd to sxessaivs risk. 
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XX. The regulator wuat have sufficient stature to avoid capture 
by the Mli or special iattrntf* 

The problem of avoiding capture appears to bo particularly 
acuta in tho caoo of regulation of GSEs. Tha principal GSEs ara 
few in number; they have highly qualified etaffe; they have 
strong support for their progress from spocisl interest groups; 
ami they have significant resources with which to influence 
political outcomes. A wee* financial regulator would find CSE 
political pover overwhelming and even the aost powerful and 
respected Government agencies would find regulating such sntitiea 
a challenge* Clearly, it is vital that any OSB financial 
regulator be given the necessary support , both political end 
materiel, to function effectively. 

The Treasury Department is under no illusions concerning the 
capture problem. Mo regulatory structure can ensure that it will 
not happen, continued recognition of tho importance of ensuring 
prudent management of the GSBs and vigilance in this regard by 
both tho executive and legislativs bronchos will be necessary* 
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XXX. titrate wtat risk aeeeanieas can be used to help the 

reguletor ammo the financial safety and wntfmi of Q$M*« 

The traditional structure And elements of financial 
oversight are an important starting point for CSE regulation • 
Bovmr, Govaraaentai financial regulation ovor the last dacade 
has failed to avert financial difficulties in the banking and 
thrift industries. Additionally, the financial services industry 
has becoee increasingly sophisticated in the creation of new 
financial products, and the pace of both change and product 
innovation has accelerated in the last several years. As a 
result, to avoid the prospect that GSEe Bight operate beyond the 
abilities of a financial regulator and to protect against the 
inherent shortcomings in applying a traditional financial 
service* regulatory eodel to entities aa unique as GSEe, it would 
be appropriate for the regulator to enlist the aid of the private 
sector in assessing the creditwerthineae of theee fins. 

r? . The basic statutory authorities for safety and soundness 
regulation net be consistent across all one. oversight 
oaa be tailored through regulations that recognise the 
unique nature of each cm* 

Tha basic, but essential, authorities that a CSE regulator 
ahould include* 
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(1) authority to determine capital standards; 

(2) authority to require periodic disclosure of 
relevant financial information; 

{3) authority to prescribe, if necessary, adequate 
standards for books and racords and other intsmal controls; 

(4) authority to conduct examinations; and 

(5) authority to taks proapt correct ivs action and 
administrative enforcement, including cease and desist 
powers, for a financially troubled GSE. 

Consistency of financial oversight over GSEs does not imply 
that the regulatory burden is the same irrespective of the GSEs' 
relative risk to the taxpayer* weaker GSEs should be subjected 
to much closer scrutiny, while financially sound GSEs should be 
subjected to less intensivs oversight* However* the basic powers 
of the regulator to assure financial safety and soundness should 
be essentially the same for all GSEs. 

Regulatory discretion is necessary within these broad powers 
because the GSEs are unique entities and, as such* need 
regulatory oversight that reflects the nature of the risks 
inherent in the way each conducts its business. Additionally, 
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because .financial products and markets change rapidly, regulatory 
discration would allow for flexibility to daal with tha changing 
financial environment. 

The Treasury has analyzed the adequacy of the existing 
regulatory structure of the GSEs against the backdrop of the four 
principles of effective financial safety and soundness 
regulation. One of the deficiencies in the existing regulatory 
structure for GSEs is that no Federal agency has the 
responsibility to oversee the financial safety and soundness of 
the Student Loan Marketing Association (Sallie Hae) . While 
Treasury has some nominal authority over Sallie Mae, the 
authority is not parallel with that already in place or being 
proposed for otter GSEs* 

Treasury Regulatory Authority Should be Expended 

The Administration's proposed legislation would expand 
Treasury's currant oversight responsibilities over Sallie Hae in 
to sake thea consistent with the safsty and soundness authorities 
of the other regulators. 

Under existing law, Sallia Mae is required to subait a 
report of its annual audit by a certified independent auditing 
firm to the Secretary of the Treasury end is required to provide 
the Secretary with access to ell of Sallie Mae's books and 
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records.. The stcrtttry, in turn, is required to report to the 
President end Congress on the financial condition of Sallie Mae, 
including a report on any impairment of capital or lick of 
sufficient capital noted in the audit* The Administration 
proposes that Treasury's regulatory authority over sallie Mae be 
expanded to include the authority to determine capital standards , 
to require information disclosure, to prescribe standards for 
books and records, ami to take prompt corrective end 
administrates enforcement actions. 

The Administration proposal also establishes a safe harbor 
for any GSE that receives the highest investment grade credit 
rating from two nationally recognized statistical rating 
organisations (NRSROs). if the Secretary de term i nee, after 
receiving ratings from two NRSROs, that Sellie Mas merits the 
highest investment grade rating, Sellie Mae would be deemed to 
meet the proposed minimum risk-based capital requirement for one 
year following the date of the Secretary 1 s determination. This 
would result in a significantly reduced regulatory burden for 
Sellie Mae, which is appropriate for e financially strong GSE, 

Sell is Mas received e triple-A rating from SAP, an NRSRO, 
when it was rated for the purpose of the April 1991 Treasury 
report on OSEs. Sellie Mas would, in all likelihood, be eligible 
for this sefs harbor, assuming its financial condition had not 
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deteriorated significantly from the time S&F conducted its 
analysis. 

Conclusion 

In conclusion, given the Iimam size of GSEs and the 
tremendous concentration of potential risk in ao few 
institutions, the taxpayer is entitled to expect Congress ami the 
Administration to focus on sore effective oversight of thess 
institutions. Ths recommendations which I have outlined fore the 
basis for ths CSE legislation the Administration has proposed. 
We believe that the paesege of this legislation will result in 
sore effective safety and soundness oversight of these important 
entities, thereby sharply reducing the threat the taxpayer would 
be called upon for another costly and painful financial rescus. 
Moreover, effective safety and soundness oversight, by assuring 
the long-ten financial viability of the OSKs, will enhance the 
effectiveness of these entities in achieving their public 
purposes. Action on this legislation will send a strong signal 
that we have learned some important leesons free ths recent and 
painful difficulties we have experienced in the financial 
services industry. 

This concludes sy prepared statement. I will be happy to 
answer any questions that you may have. 

o 0 o 
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Chairman Ford, Mr. Fogel. 

Mr* Fogel. Thank you, Mr. Chairman, 

There is a recurring issue with respect to the federally-connected 
but privately-owned GSEfe. How can we best balance the stockhold- 
ers 1 interest with the government's twin objectives of achieving 
program purposes and minimizing risk to the taxpayer? 

The problems of the thrift industry brought renewed attention to 
the question of taxpayer risk. Hie FIRREA legislation required 
GAO to issue two reports on this matter. Last year we reported 
that the GSE oversight was inadequate to protect the taxpayer's in- 
terest, particularly for Fannie Mae, Freddie Mac, and Sallie Mae* 
Chi May 22 of this year, we recommended in our second report a 
regulatory structure and regulatory authorities including the au- 
thority to set capital rules to protect the government against the 
risk posed by GSEs. 

To oversee the GSEs and protect the government's interest, we 
recommend an independent Federal enterprise regulatory board, 
with a presidentially-appointed chairperson, and the Secretary of 
the Treasury and the Chairman of the Federal Reserve as voting 
members. The Secretaries of Agriculture, Education, and HUD 
would be nonvoting members to assure that the regulator is aware 
of program policy considerations and has access to any program ex- 
pertise that may be needed 

We also recommended that the board be given clear authority to 
establish safety and soundness rules for all GSEs, including risk- 
based capital rules, authority to monitor compliance with these 
rules, and authority to take appropriate enforcement actions simi- 
lar to those of a bank regulator in the event of noncompliance. 

Current arrangements for regulating the GSEs, including Sallie 
Mae, do not provide adequate protection for the taxpayer, who has 
already been called upon to bail out the Farm Credit System. GSEs 
can get into trouble and may turn to the Federal taxpayer when 
they do. We believe that implementing our recommendations 
would help protect against that risk. 

Sallie Mae is somewhat unique in that it is not currently regulat- 
ed. While its student loan operations have to conform to the De- 
partment of Education and the guarantor agency's requirements 
and its books and records may be audited by the Department of the 
Treasury, no government agency is responsible for overseeing the 
safety and soundness of Sallie Mae. 

Sallie Mae, though, posss little risk to the government from its 
current operations. The guarantees on its student loans greatly 
reduce Sallie Mae's credit risk, and current management of its 
assets and liabilities greatly reduce Sallie Mae's interest rate risk. 

However, risks and management of those risks can change. 
Before the Farm Credit crisis and the thrift crisis, those institu- 
tions were thought to be well-managed and posed little risk. We 
are now recognizing the huge cost associated with inadequate regu- 
lation of both of those types of institutions. 

Sallie Mae's managers, management policies and procedures, and 
business risk can also change, creating additional risk for the gov- 
ernment We believe the time is to act now before problems 
emerge. We have seen too often, in working with the Congress in 
dealing with the savings and loan crisis, the Farm Credit crisis. 
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£lw ™S «' ZSlft ?* problems fa the banks, that it is much 
easier and a great deal less expensive to prevent problems than to 

^ A S^i 1Ve f hem When the midst of a financial disaster 

Accordingly, we urge Congress to establish an appropriate reau- 

tatory structure, inc uding risk-based capital i^uireS^as aT 

fense gainst the potential that the taxpayer will be asked to solve 

problems affecting the GSEs, including gaUie Mae. 
ITne prepared statement of Richard L. Fogel follows:] 
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IMPROVED REGULATOR* STROCTORE ASP MIBIHUM CAPITAL 

STAy bAkBa XkS rifeSbfeb ggg ^E^fesr^s^^R&D enterprises 

Summery of Statement By 
Richard l. Fogel 
Assistant Comptroller General 
Gsnsxsl Covtrtatnt Programs 

£? **»Ponee to s request from ths Honor ab Is William D. Ford, 
Chairman, Muss Subcommittee on Postseeondary Bdocstion, 
Committee on Education and Labor , 6A0 prsssntsd its 
recomaendetione for improving federsl ovsr sight and capital rulss 
for govsrnment-sponsored sntsrprisss (CSE) • 

GAO found that shortcomings in currant fedsrsl ovsr sight of GSEs 
inhibit ths govsrnment»s ability to idsotify future problems that 
could load to taxpaysr lossss and to dssl with sny such problems. 
Currant fsdsrsl regulators lack sufficient authority and 
responsibility to enforce safsty and soundness rulss snd require 
minimum cspitsi based on the risks undertaken by the GSEs. in 
sddition, ths currsnt regulatory strueturs leeks sufficient 
prominence in government snd independence from OS Be snd the 
msrkete they serve to effectively and efficiently protect the 
government's interest in GSEs. 

GAO rscommends that Congress establish en independent Federal 
Enterprise Regul story Board to oversee the sctivities of GSEs. 
The Board would be headed by a Board of Directore comprised of 
three voting membere— s prssidsntislly appointed Chairperson, the 
Secretary of the Treasury, snd ths Chairman of ths Federal 
Reserve system— snd three nonvoting meebere— the Secretaries of 
Agriculture, Educetion, snd Housing end Urban Development. GAO 
recommends that ths Board be givsn the authority and 
reeponsibility to sstsblish snd enforce rules of ssfe end sound 
operational and monitor compliance with these rules. 

GAO elso recommends that Congrsss direct the Board to eeteblieh 
minimum required capital standards bessd on the cieke GSEs 
undertake. GAO's preferred etsndsrd would include ths sum of 
cspitsi levels determined by (1) empirically-based tests of o 
GSE's cspitsi adequacy to withstand crsdit snd interest rate riek 
in streeeful economic environments snd (2) s rstio of cspitsi to 
sssets that eetabliehee e level of capital for management, 
operations, and bueiness risks. 
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Mr. Chairman Md Ntnbtri of the Subcommittee: 

Mt ere pleased to bo here today to diacuea federal oversight of 
government-sponsored enterprises (GSE), The Financial 
Inatitutione Reform, Recovery, and Enforcement Act of 1989 
required two GA0 reporta on this subject; ono in 1999 and another 
in 1991. Ae you may recall, in our first report,* va described 
the GSBs» purpoaea and operating methoda, tha financial risks 
tbay boar, and how thsy aro regulated, we concluded that tba 
shoot si so of tho GSEs* financial obligations, now ovar 91 
trillion, thoit public purposes, and tho probability that tho 
federal government would ssaiat a financially troublad GSB, make 
it appropriate for tho government to (1) supsrviso GSE risk- 
taking activitiss and (2) oatablish minimum lovols of capital* 
Wo wore concerned that federal over eight of GSEa — particularly 
for Fannie Hae, Freddie Hae, and Sallie Mae— was inadequate to 
identify, prevent, or contain the effects of problems like those 
that led to taxpayer losses in the thrift industry and Fan 
Credit syatam. we said that this year we would recommend 
specific improvementa for federal oversight of GSEa. 



*See our report Covarnaont-gponaorod En tor or i sea: The 
Government's Bxposuro go iieka , ic*67cdt>-H-M» K5gt 1*- 1999>. 
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in my testimony today, x will discus* the msjor recommendations 
contained in out May 22, 1991 report.* We recommend that 
Congress (1) provids a GSB regulator with appropriate 
enforcement authorities, (2) •■tabliah a naw federal regulatory 
structure to administer GSB oversight, and (3) establish 
reasonable capital rules based on the risks undertaken by the 
GSEs. We also plan to issue later this year a third report on 
the results of our audit of internal risk control procedures at 
Fannie Mae, Freddie Mac, and Sallie Mae* 

ADDITIONAL OVERSIGHT AUTHORITIES WEEDED 

Our first report on GSEs found several shortcomings in federal 
oversight of various GSEs. 

— The Department of Housing and Urban Development fHUD) does 
not have clear authority to set capital rulea baaed on the 
risks undertaken by Fannie Mae and Freddie Mac. Nor does 
HUD have the range of specific enforcement authorities 
typically granted to bank regulatora; moreover, HUD has not 
fully used the authorities it has been granted. Finally, 
inherent conflicts could exist between HUD's housing goals 
and its goals as a financial regulator. 

2 See our report Government-Sponsored Enterprises t A Fram ework 
May 23 - 9»ij th * cov * gnm * nt> * Saipoaure to Risks , ^6Ajfib-31-3g. 
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Sallie Mm hat no federal relator overeeelng its financial 
actlvitieei it also haa no minimum capital requirement. 

The Faro Credit Malnlatratton lack* epeclflc authority tr 
aat capital atandards for Farmer Hac. 



Tha statutory capital rulea for tha Fadaral Home Loan Banka 
require a capital-to-outetanding-debt ratio that ceneldere 
neither the risks of off-balance ihttt actlvitlaa nor tha 
relative riskiness of vsrious bank aaaete. 



To adequately protect the government 1 a objective that CSEs carry 
out their public purpoaea safely and eoundly, we recommend that 
the CSE regulator have authorities and responsibilities to 

— aatabliah rulea that clearly define regulatory expectations 
and promote the safe and sound accompli shmtnt of GSEe ■ 
purpoaea. Theae ahouid include, but not be limited to, 
rules that define minimum capital level a, prohibit unsafe 
activitlea, aat minimum boundariea of a mound financial 
condition, and aatabliah information reporting requirements. 
The rulea ahouid be establiahed using proceduree that conform 
to the Mminiatrativa Proceduree Act, including requirement a 
for public comment before adoption of rulea. 
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" monitor financial performance and compliance with regulations 
to provide an adequate understanding of the CSE's operations, 
condition, and the potential risk to the government. The 
regulator should have unimpeded, timely access to all 
information, systems, and personnel. while such monitoring 
is necessary to keep the regulator wall informed, it should 
be done as non-intrusively as possible. Monitoring should 
increase when conditions warrant. 

act in * timely manner to enforce charter restrictions, 
regulations, and capital requirements. Enforcement actions 
should result from a fair and reasonable process. 
Enforcement authorities should be sufficiently broad, and 
some enforcement actions should be mandatory when pre- 
specified conditions are met. 

" l * v Y assessments to cover oversight and supervision costs. 

These authorities should supplement, not obstruct, the existing 
corporate governance at each CSE. The regulator normally would 
not need to involve itself in a GSE's business affairs—that is, 
it would not approve operating strategies, budgets, salaries, 
hiring, and the like. Under current charters, such powers 
normally are assigned to the CSS*' boards of directors. We would 
not change that. Permitting corporate governance the freedom to 
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manage the GSE* allows them to quickly respond to changes in the 
marketplace and serve their customers. 

Under normal conditions, regulatory activity would usually 
consist of performance monitoring to enaure that corporate 
governance is working effectively and according to established 
regulations, Prompt interventions by the regulator would be 
warranted when corporate governance processes were not working as 
intended or when the GSE was experiencing financial or managerial 
difficulties* 

S1KGUE INDEPENDENT REGULATOR FAVORED 

Becent regulatory experiences during the thrift and Farm Credit 
crises indicate that an effective GSE regulator should be 
structured so that it is both prominent in government and 
objective. These characteristics should give the regulator the 
visibility and the capability to act promptly and effectively if 
a GSE experiences severe difficulties. The regulatory body 
should be independent from the GSEs, their competitors! and all 
advocacy responsibilities. To avoid possible conflicts of 
interest, a GSE regulator should not also regulate the market 
served by the GSE. Finally, fairness demands that GSEs facing 
similar risks receive similar regulatory treatment. 
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To achieve these goals, we propose a eingle regulator, which we 
call the Federal Bnterpriee Regulatory Board. Th» Board would 
hava threa voting member a —a full-time chairperebn appoint ad by 
tha President, tha secretary of tha Treasury, and tha Chairman 
of tha Fadaral Reserve system. Tha chairperson would servs as 
tha Chiaf Executive Officer of tha regulatory ataff. The 
chairperson should serve a fixed-length term and he an 
individual familiar with government, who has a respected record 
of achievement. The Secretary of the Treasury would provide 
financial expertise and represent the administrations viewa. 
The Federal Reserve Chairman would provide an independent view 
and expertise in the workings of financial markets. 

To provide advice on specific agriculture, education, and housing 
programs and markets, the Board would have three nonvoting 
member*-- the Secretaries of Agriculture, Education, and HUD. The 
Secretaries would provide their views and perspectives on public 
policy issues. Their nonvoting status should protect the arm'a- 
length nature of the Board by minimising the poesibility that 
these members use the GSEs to address public concerns not 
envisioned by GSE charters. 

REGULATORY CAPITAL REQUIREMENT S 

|gggE5 as BAjkD 6s kiks MofctfrAKgN 

Requiring that CSEs maintain a minimum amount of capital provides 
several public benefits. Foremost, it provides some assurance of 
6 
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• buffer adequate to absorb unforseen CSB losees and to prevent 
taxpayer losses. Also, a capital standard gives CSB shareholders 
a greater incentive to demand that management not take nndoe 
risks. Finally, • capital standard provides the government a way 
to influence a CSB's risk-taking without involving iteelf in the 
GSE's daily business operations. 

To accomplish thesa object Ives, GSE capital requirements should 
(1) be based on all rieke they undertake, (2) provide an adequate 
buffer for possible GSE losses, <3) be clear and prospective, and 
(4) be equitable for competing G5ES. Because ran Credit System 
banks compete directly with commercial banks, their capital 
requirements should continue to be patterned after bank risk- 
based capital rules. For the other GSEs, the new Federal 
Enterprise Regulatory Board should establish minimum capital 
standards that are based on the sua of (1) empirically-based 
measurements of the capital needed to withstand credit riak and 
interest rate risk losses in stressful economic environments, 
commonly known as "stress tests," and (2) an amount equal to a 
proportion of a GSE'e obligations (leverage ratio), both on- and 
off-balance sheet, so that capital is held for management, 
operations, and business risks. 

Where possible, the capital standard should be based on empirical 
evidence and should use the best available measurement methods. 
The "stress tests* are especially applicable for financial firms 
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in ■ single linm of business, like GSEa, because economic 
environments Adverse to such firms are relatively easy to 
identify compared with fins in multiple lines of business like 
banks. The specific measurements, assumptions, end ratio levels 
should be left to the new Board's discretion, to provide the 
flexibility needed to revise rules daring the evolution of 
markets, technologies, and gse operations. Such flexibility is 
currently missing for Fannie Use and Freddie Mac, where the 
capital rules have become outdated now that off-balance sheet 
activities are commonplace. 

The proposed standard needs to be the sum of the amount needed to 
meet the "stress test" requirement and that needed to meet the 
leverage ratio requirement, it must provide sufficient capital 
to provide a buffer against possible losses arising from all 
sources of risk. 

CONCLOSION 

X recognise that some will argue that increaaed regulation of 
GSEs is unnecessary because none of the GSRs now pose an 
imminent financial threat to the government. Available evidence 
suggests the GSEs are now generally in sound condition. However, 
future changee in management strategies, economic downturns, or 
other adverse events could precipitate future GSE losses* The 
speed with which e firm can go from apparently sound to 
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financially imperiled wae vividly demonetrated in the thrift 
induetry, tba Farm Cradit System, and Fannie Haa in tha aarly 
1989a. Tha time to act to improve tha regulatory etructure and 
tha safety and aoundnaaa of CSBa ia whan tba situation ia calm. 
History haa ehown that regulatory improvemente ara mora difficult 
to design and implement in a criaia environment* aftar huge 
losaaa have occur rod. 

That concludes roy prepared statement. My colleagues and X would 
be pleased to answer any quest lone. 
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Chairman Ford. Mr. Blum. 

Mr. Blum. Thank you, Mr. Chairman. 

I appreciate the opportunity to appear before the subcommittee 
to discuss the Congressional Budget Office's recent report on con- 
ts S lh ^ s t ? B jn d SJ B ? «w?nunent™nsored enterprises and its ap- 
plication to the Student Loan Marketing Association. As requested, 
I will submit my written statement for the record and limit my re- 
marks to a brief summary. 

_ My statement makes three points: First, the financial risk that 
SaUie Mae poses to the Federal Government is very small at 
present The firm which provides financing liquidity to the student 
loan market has consistently earned profits since it began oper- 
ations in the early 1970s, Neither recessions nor sharp swings in 
interest rates have significantly affected this ability of SaUie Mae's 
earnings. 

The steady profitability is both evidence of the absence of risk 
b J^ e r against Ices by taxpayers and the government as a 
result of Salhe Mae's operations. Sallie Mae's exposure to credit 
risk is small because of the nature of its assets, most of which are 
either guaranteed by the government or fully collateralized. 

Interest rate risk is also minimized due to Sallie Mae's policy of 
matching the interest sensitivity of its assets and liabilities. Final- 
ly' Salhe Mae maintains a level of capital that seems ample, given 
its portfolio and hedging strategies. 

Second, although the risks associated with Sallie Mae are cur- 
rently small, there can be no iron-dad guarantees that the GSE 
will never fail and expose the government to loss. The Association 
could elect or be forced to adopt a business strategy in the future 
that would expose the government to greater risk. 

In any event, it is highly likely that the Federal Government 
would assume responsibility for losses incurred by Sallie Mae on its 
SWOb^on portfolio in excess of its equity capital, which now ex- 
ceeds $1 billion. Thus, the government has a substantial interest in 
th £^? tent l _ to which SaUie assumes risk in the future. 

TTurd, there are several defensive strategies available to the Fed- 
eral Government for reducing the possibility of future loss. These 
include privatizing Salhe Mae and thus severing the ties between 
the USE and the Federal Government, establishing an improved 
early warning system to detect increases in risk-taking, and creat- 
sShe Mae regulator to supervise the safety and soundness of 

The strategy of fully privatizing SaUie Mae could be appealing if 
a genuine separation, one that increases competition in the educa- 
tion finance system and assures continued access by education to 
the capital markets, could be achieved. The CBO report, however, 
points out several difficulties in pursuing this strategy. 

The foremost difficulty is achieving a credible termination of the 
gorornment s implicit guarantee. To do this, it may be necessary to 
transform the Association into several independent component 
parts. It is not clear, however, that the gains of privatisation would 
offset the substantial legal and administrative costs involved. 

A second strategy would be to require the Treasury, under exist- 
ing authority, to take a greater role in monitoring Sallie Mae's risk 
than it has assumed to date. Sallie Mae also could be required to 
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make itself more susceptible to private risk assessment, for in- 
stance, by issuing subordinated debt that subjected investors to 

some risk of loss. . . . ^„ am _ 

No amount of monitoring, however, can assure that the govern- 
ment will detect in the riskiness of Sallie Mae. It «**^so * 
argued that Sallie Mae's common stock already contains nearly as 
much information as could be obtained from the pricing of subordi- 
pflted debt. 

A third strategy is to establish a Federal regulator to supervise 
the safety and soundness of Sallie Mae. The administration has 
proposed legislation that would give Treasury a much more power- 
ful role as a safety and soundness supervisor of Sallie Mae. The 
General Accounting Office has proposed creating a new agency to 
supervise the safety and soundness of all GSEs, including Sallie 

Effective supervision requires a detailed knowledge of the regu- 
lated entity's operations. A poorly informed supervisory agency 
could impose more costs than benefits. The potential cost of 
strengthened Federal regulation could be reduced m one of two 
ways: first, the Congress could direct the supervisory agency to 
streamline monitoring and supervision of Sallie Mae as long as the 
Association posed little risk to the government. . 

Alternatively, Sallie Mae could reach a safe harbor from regula- 
tory interference by obtaining a triple-A rating from two Private 
rating firms, provided the supervisory agency agreed with the 

Under the administration's proposed legislation, the cost of en- 
hanced monitoring and supervision of Sallie Mae would appear to 
be minimal, as long as Sallie Mae complied with the risk-based cap- 
ital standards set by the Secretary of the Treasury. If Sallie Mae 
fell out of compliance, however, a succession of increasingly tougn 
enforcement measures would be adopted. 

While there seems to be little urgency in the case of Sallie Mae 
to adopt any of these strategies, it might be prudent to put into 
statute some nonintrusive measures that would guard against nigh 
risk assumption by Sallie Mae or enable the government to antici- 
pate and address a rapid deterioration in Sallie Maes financial 
condition. 

Mr. Chairman, that concludes my summary. 

{The prepared statement of James L. Blum follows:] 
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Mr. Chairman, I appreciate the opportunity to appear before this 
Subcommittee to discuss the Student Loan Marketing Association (Sallie 
Mae). My testimony will be based cm the Congressional Budget Office's 
(CBO's) recent report, Controlling the Risks of Government-Sponsored 
Enterprises. I will make three points in my statement: 

o First, Sallie Mae poses a risk of loss to the government that is 
quite small, probably negligible. 

o Second, the association could elect, or be forced, to adopt a 
business strategy in the future that would expose the 
government to greater risk. 

o Third, the government has a number of options available that 
might reduce this exposure to risk. 

THE GOVERNMENTS CURRENT EXPOSURE TO RISK 

The Student Loan Marketing Association is one of five government-sponsored 
enterprises (GSEs), which are privately owned, federally chartered financial 
intermediaries* SaOk Mae has achieved its public purposes of providing 
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financing and liquidity to the student loan market by issuing debt in the capital 
markets and providing funds to lenders who deal directly with students. The 
risk to the government and taxpayers arises-as with all GSEs-from the 
implicit federal guarantee of Salbe Mac's debt securities and the possibility 
that the enterprise might not be able to meet all of its debt obligations without 
federal assistance. 

In the case of Salbe Mae, the consensus-shared by CBO-is that the 
risk to the government is minimal. The government's risk is quite tow because 
Salhe Mae's exposure to risk is minimal. This conclusion emerges from a 
consideration of the various types of risk to which this sponsored enterprise 
is subject-namely, credit, interest rate, program, and management and 
operating risks. 



Credit Risk 

Credit risk arises because a lender cannot be sure that a borrower will be able 
and willing to repay a loan. Sallie Mae engages in two basic types of lending: 
warehousing advances and loan purchases. Through the Warehousing 
Advance Program, Salbe Mae tends money to financial and educational 
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institutions and to state agencies to enable the borrower to make or hoU 
student ami other education-related loam- Warehousing loans are fully 
secured by borrowers' pledges of federally insured assets, such as Guaranteed 
Student Loans (GSU), Treasury, or agency debt Under the Loan Purchase 
Program, Sallie Mae buys student loans from originators, Many tenders prefer 
to originate and hold loans when the student is in school and the loan is 
inexpensive to service (because no payments have to be collected from 
students) and to sell loans just before the student leaves school, after which 
servicing becomes more complex and expensive. 

In addition to purchasing loans and making warehousing advances, 
SaDie Mae has the authority (provided by the 1986 amendments to the Higher 
Education Act) to buy, sell, insure, or underwrite obligations made to finance 
plant and equipment for institutions of higher education. Sallie Mae currently 
offers secured financing to educational institutions for academic facilities. 
Sallie Mae also holds 75 percent of the outstanding voting comment stock of 
the College Construction Loan Insurance Association (Connie Lee), a mixed- 
ownership, for-profit corporation chartered by the Congress in 1986 to insure 
and .efasure obligations for educational facilities. 
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Saffie Mae's exposure to credit risk is small because most of its assets 
are either guaranteed by the federal government or tuQy collateralized by 
federally guaranteed claims. Unless a GSL has not been properly serviced, 
Saffie Mae has a direct claim for 100 percent of principal to the guarantee 
agencies and an indirect claim to the federal government However, SaDie 
Mae could experience tosses as a result of the insolvency of a guarantee 
agency, default on an insufficiently collateralized warehousing advance, or the 
bankruptcy of a firm with which Saffie Mae has financial agreements. 

Guarantee Agency Risk. Agencies that guarantee GSLs receive 100 percent 
reinsurance from the federal government so long as their annual default rates 
are less than 5 percent erf their total guarantees. Agencies with default rates 
greater than 5 percent must pay from their own resources the difference 
between the insured amount due to the holder of the defaulted GSL and the 
amount recovered from the federal government (at least 10 percent of the 
amount due). These costs may eventually deplete the reserves erf the 
guarantee agency and force the agency into default on its guarantee 
commitments. 

One example of this risk involved the Higher Education Assistance 
Foundation (HEAP) case. In that instance, although the US. government had 
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no legal obligation to do so, all GSL holders were fully p rotected from toss. 
If that case indicates current federal policy toward the liabilities of the 
guarantee agencies, then Sallie Mae's credit risk exposure from this quarter 
is veiy small 

Risk from Warehousing Loans. Warehousing advances are also subject to 
default losses, if the loans are not sufficiently collateralized* Sallie Mae is 
aware of this risk ami has policies in place to require 100 percent (or more) 
of high-quality collateral to secure these advances. To date, Sallie Mae has 
not incurred any losses from defaults on warehousing advances. 



Interest Rate Risk 

Interest rate risk occurs when the margin between interest income and interest 
expense is affected by changes in the level of interest rates. Interest income 
on most of Sallie Macs assets tends to move with the open-market interest 
rates on Treasury securities to which they are indexed For example, the rate 
of interest received by Sallie Mae on a Stafford loan is 3.25 percent above the 
average 91-day Treasury biU rate, adjusted every three months for changes in 
the HO rate. 
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If, however, Sallie Mae were to finance its variabie-rate loans with 
fixed-rate debt, a faD in interest rates would reduce interest income but leave 
interest expense unchanged. In that case, Salne Mae would suffer losses. To 
avoid this risk, Sallie Mae has matched the interest sensitivity of its debt with 
the interest sensitivity of its assets. 

On occasion, however, Sallie Mae believes that it can minimize its long- 
term interest costs (and maximize its net interest income) by issuing fixed-rate 
debt To avoid the risk inherent in this mismatch between assets and 
liabilities, Sallie Mae uses interest rate exchange contracts or "swaps." Under 
these agreements, Sallie Mae pays a variable interest rate stream in exchange 
for a flow of payments sufficient to meet its fixed-rate obligations. With such 
a hedge in place, Sallie Mae's interest expense varies with its interest income, 
and a positive income spread is assured. 

To hedge against the advene effects on income of changes in interest 
rates, Sallie Mae enters into interest rate exchange agreements under which 
it pays a floating interest rate in exchange for fixed interest rate payments. 
If the party with which Sallie Mae exchanges interest payments defaults on its 
promise, Sallie Mae is subject to losses equal to the cost of replacing the 
agreement Salbe Mac has employed various means of minimizing this risk. 
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such aa carefully screening and monitoring the credit quality of those with 
whom it enters such agreements. SaJlie Mae has suffered only one loss of 
modest size ($300,000) on such a default 

Program Risk 

Some observers believe that the greatest threat to Salhe Mae's financial 
viability comes from the government itself. Sallie Mae is currently attuned to 
and depends on existing federal policy toward postsecocdary education. That 
policy, of course, could be changed. If, for example, the GSL program were 
to be dropped in favor of a direct federal loan program for students, the 
change could adversely affect the financial outlook for Sallie Mae. 

The existing stock of GSL contracts, however, assures Sallie Mae of 
opportunities to generate earnings for the next 7 to 10 years, even if the GSL 
program were to be terminated. During this transition, Sallie Mae would 
shrink in absolute sire, but the firm's investors would not be exposed to loss 
from the downsizing of the firm. In fact, it is reasonable to expect that with 
a buflt-in transition period, Sallie Mae would be able to adapt its specialized 
financial knowledge and tow-cost loan servicing operations so that ft could 
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continue to play a rote in postsecondaiy education finance. For ample, If 
the government cstabfobes a federal direct loan program, SaBfe Mae might 
be a successful bidder for loan servicing. If the federal direct loan program 
is targeted at low-income students, Sallie Mae might be able to develop a 
direct loan program far moderate- and higher-income students. 

Management and Operations Risks 

Federal guarantees of student loans arc not unconditional To collect from 
a guarantor agency and ultimately from the federal government, the holder of 
&GSL must be able to demonstrate that ft has complied with a variety of "due 
diligence" requirements. If Sallie Mac were to fail to icrvke its loan portfolio 
according to federal regulations, h could suffer significant tosses even though 
it holds federally guaranteed assets, €80 did not examine Sallie Mae's 
operating and internal control systems because this is outside our area of 
expert knowledge. We therefore cannot offer any definitive conclusions about 
the association's exposure to management and operations risks. 

We did ascertain, however, that this source of risk has not been a 
significant factor in Sallie Mae's past earnings. We did so by confirming that 
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Salbe Mae's earnings have shown extraordinary stability. Since Salbe Mae 
began operating, h has consistently earned profits, Sailie Mae's earnings have 
been relatively unaf fe cted by recession, sharp swings in interest rates, declines 
in real estate and commodity prices, and changes in management and 
operating systems. The stability of earnings per dollar of assets means that 
the principal determinant of Sailie Mae's earnings has been the book value of 
assets held by the firm. 

SALLE MAE AND FUTURE RISK 

Although the past is prologue, there is no guarantee that Sailie Mae will 
always be able to avoid and control risks as completely as it has in the past 
One could more confidently predict the future if one could explain the past, 
but it is not clear why Sailie Mae has operated as it has. A change in 
environment-m federal policy toward financing higher education, for 
example-could trigger a change in the composition of Sailie Mae's loan 
portfolio toward riskier assets. A shift in investor preferences might incline 
Sailie Mae toward retaining a greater portion of the interest rate risk that it 
now hedges. A change in management might lead to a deterioration of 
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internal controls and operating systems and a significant rise in the chances of 
operating failures. Sallie Mae's future level of risk is simply unpredictable. 

It is fairly clear, however, that the federal government would assume 
responsibility for losses incurred by SaQie Max on its portfolio in excess of its 
equity capital, which now exceeds $1 billion. This, the government has a 
substantial interest in the extent to which Sallie Mae assumes risk in the 
future. 



OPTIONS FOR LIMITING FUTURE FEDERAL EXPOSURE TO RISK 

The implicit federal guarantee of Sallie Mae's liabilities raises the policy issue, 
therefore, of what actfcm-if any-the federal government should take now to 
address tl«e possibility that Sallie Mae might adopt a significantly more risky 
financial posture in the future. CBO's report discusses three federal 
strategies. 

o The first is to fuBy privatize Sallie Mae and thus terminate all 
federal responsibility for the enterprise's debt 
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The second is to put in place an enhanced "early warning" 
system for detecting increases in risks that the association 
assumes. 



The third is to give a federal agency statutory authority to limit 
Sallic Mae's ability to choose more risky lines of business and 
modes of operation ami to set and enforce capital standards for 
the GSE, 



The first strategy is appealing if a genuine separation-one that 
increases competition in the education finance system and assures continued 
access by education to the capita] markets-can be achieved* If, however, the 
government wishes to maintain a close relationship with the dominant firm in 
this market, then adding an early warning or supervisory mechanism to an 
otherwise unchanged SaDie Mae could be prudent If the latter option is 
chosen, consideration could be given to establishing a streamlined supervisory 
process, or permitting Sallie Mae to reach a "safe harbor" from federal 
regulation, provided that the enterprise continues to adhere to the highest 
commercial standards of safety and soundness. The "safe harbor" provision 
is intended to afford some protection from an overzealous regulator that 
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might do substantial, but needless, harm to the public policy objectives of 
SalBe Mae. 

Privatize Saffie Mae 

One of the major difficulties to be overcame by attempts at privatization is 
that the severing of all federal responsibilities for the GSITs debt must be 
credible. This requirement is made all the more difficult because the current 
federal guarantee of SaHie Mae's debt is not explicit One approach to a 
credible renunciation of the implicit guarantee is to make it explicit Under 
this approach, the federal government would explicitly guarantee the timely 
payment of interest and pri nci p al for all outstanding securities issued by Sallie 
Mae before the effective date. This guarantee should be extended by statute. 
When the guarantee is made explicit, a schedule should also be announced for 
its withdrawal One option would be to guarantee existing issues to their 
maturity or for some fixed period (say three years), whichever is less. 

One of this plan's shortcomings is that it would leave the Student Loan 
Marketing Association as the issuer of more than $40 bflfon in outstanding 
debt Given the power of the notion of "too big to fail," the markets might 
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continue to perceive Saltie Mae debt as implicitly guaranteed by the federal 
government, despite the expiration of the explicit guarantee* 

This shortcoming suggests that the effective privatization of Sallie Mae 
would require dividing the firm into several independent entities. Specifically, 
Sallie Mae could be required to divest itself gradually of its component 
operations, assets, and liabilities by distributing to its current common and 
preferred investors shares in each of several, new, fully private, independent 
firms created from Sallie Mae. The new entities would have none of the links 
to the federal government that normally distinguish GSEs, such as a line of 
credit at the Treasury or exemption from the Securities and Exchange 
Commission's registration requirements or state taws that protect investors. 
They would also be subject to the antitrust lawr. 

By creating several new ami correspondingly smaller entities, markets 
might be persuaded that the federal government would not intervene to 
protect creditors from loss in the event of insolvency by one of these firms. 
This result requires that none of the surviving entities be too big to foil In 
addition, this approach could significantly increase competition in the 
secondary market for GSLs and assure the continued access of primary 
lenders to the capital markets. 
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Increase Treasury Dcpartmgnt Oversight and Fflrtv Warning 

A iccond option discussed in CBO'f report would be that of requiring the 
Department of tbe Treasury, under existing authority, to examine SaIHe Mae's 
five-year strategic and annual budget and business plans- This might enable 
Treasury to anticipate changes in planned risk at Sallie Mae ami to alert the 
President ami the Congress in time to block them, if desired 

This approach requires the Treasury to take a greater role in 
monitoring Sallie Mae's risk. No amount of monitoring can assure that the 
government will detect an increase in the riskiness of Sallie Mae. For 
example, changes in the structure of the GSL program may force Sallie Mae 
into unplanned departures from its long-term business plan. Also, 
management may take steps to increase risks that were not contemplated in 
advance, although it has substantial incentives not to do so. Thus, the Treasury 
may not detect an increase in risk until it has occurred When a significant 
increase in risk is detected, the Secretary could recommend removal of the 
board 

A shortcoming of this approach is that tbe Treasury Secretary and the 
President might be reluctant to remove the board, especially if increased risk 
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had not led to km Souk observes* have suggested that a supervisory 
agency with a statutory mandate to assure safe and sound operation and 
equipped with sufficient enforcement powers would he less reluctant to act 

Increased use of private risk assessment might also enhance federal 
oversight and early warning effectiveness. For example, Treasury might be 
required to report publicly the market value of the association's assets, 
liabilities, and contingencies. Private credit rating agendes could also be used 
to rate the government's exposure to risk- Finally, if an agency was 
adequately capitalized, it could be required to issue subordinated debt that did 
not cany a federal guarantee, 

AMim a New Supervisor for Saffit Mae 

A third approach would be to create a new agency with responsibility for 
supervising the safe and sound operation of aD GSEs, including SaBie Mae, as 
the General Accounting Office has proposed. The agency would have 
statutory authority to examine Saltie Mae, impose a risk-based capital 
requirement on the GSE, enforce that capital standard and other limits on risk 
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taking, take action if Sallie Mac became insolvent or dose to insolvency, ami 
assess the association for the cost of supervisory activities. 

Effective supervision requires a detailed knowledge of the regulated 
entity's operations. A regulator would have to become knowledgeable about 
SaUie Mae's affairs. Achieving this expertise could be costly for both Sallic 
Mae and the supervisory agency. A poorly informed supervisory agency, 
however, might set a capita) requirement that did not take into account SaUie 
Mae's true exposure to risk and thereby impose unnecessary costs on Sallie 
Mac's shareholders, as well as lenders, students, and postsecondaiy education 
institutions. Because Sallie Mae currently poses so little risk to the 
government and has strong incentives to continue operating in a low-risk 
manner, there are no guarantees that the potential benefits from effective 
supervision-prevention of greater risk taking by the GSE-are worth the 
potential costs associated with poorly informed supervision. 

The high information needs and costs essential to effective, controlling 
regulation could be reduced in one of two ways. First, the Congress could 
direct the supervisory agency to streamline monitoring and supervision of 
Sallie Mae as long as the GSE posed little risk to the government A 
streamlined regulatory process would minimize the explicit and implicit cost 
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of more intensive monitoring of Saffie Mac Alternatively, Sallie Mae could 
reach a "safe harbor* from regulatory interference by obtaining a tripte-A 
rating from two private rating agencies, provided the supervisory agency 
agreed with the rating. (Such agreement appears to be necessary to avoid an 
unconstitutional delegation of federal authority to a nongovernmental entity.) 
The GSE probably could obtain such a rating at very little cost to 
stockholders. If Sallie Mae achieved and maintained the rating, the 
supervisory agency would be able to monitor Sallie Mae, but could not require 
any changes in its operations. However, if the enterprise fell out of 
compliance with the standard, it could be required to submit a business plan 
to the supervisory agency that would enable it to comply within one year. If 
Sallk Mae failed to comply within that period, the agency would be able to 
impose a business plan on it 

The Administration has proposed legislation that would give the 
Treasury a much more powerful role as the supervisor of the safety and 
soundness erf Sallie Mae* The bill would establish a statutory leverage limit 
and a critical capital ratio for SalBe Mae and greatly increase the Secretary's 
statutory authority with respect to issues of safety and soundness. The 
Secretary would be required to define a minimum risk-based capital standard 
for the enterprise that exceeded the statutory leverage limit The risk-based 
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standard would include components for credit, interest rate, business, and 
management and operations risks. If SaHie Mae failed to comply with the 
risk-based standard the Secretary sets, the Secretary could disapprove any of 
the GSE's activities and would possess a spectrum of mandatory and 
discretionary enforcement powers. The enforcement powers would be 
identical to those the Administration's hanking reform legislation proposes be 
given to the Federal Deposit Insurance Corporation (FDIQ, and would 
become increasingly tough as Sallie Mae's capital fell short of the minimum 
risk-based standard imposed by the Secretary. 

CONCLUSION 

The financial risk thf t Sallie Mae poses to the federal government is very 
small at present The firm, which provides financing and liquidity to the 
student loan market, has consistently earned profits since it began operations 
in the early 1970s. Neither recessions nor sharp swings in interest rates have 
significantly affected the stability of Sallie Mae's earnings. This steady 
profitability is both evidence of the absence of risk ami a buffer against loss 
by taxpayers and the government as a result of Sallie Mae's operations. 
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Saffie Mae's exposure to credit risk is small because erf the nature of 
hs assets, roost of which are cither guaranteed by the government or fully 
collateralized Intones! rate risk is abo minimised, because of Saffie Mae's 
policy of matching the interest sensitivity erf its assets and Kabflitie* Finally, 
SaUie Mae maintains a level of capital that seems ample, given its portfolio 
and hedging strategies. 

Although the risks associated with SaUie Mae are currently small, there 
can be no ironclad guarantees that the GSE will never fail and expose the 
government to loss. Several defensive strategies are available to the federal 
government for reducing the possibility of future loss. These include 
privatizing SaUie Mae and thus severing the tics between the GSE and the 
federal government, establishing an improved "ear; earning" system to detect 
increases in risk taking, and creating a new federal regulator to supervise the 
safety ami soundness of SalHe Mae, 

While there seems to be little urgency by SaUie Mae to adopt any of 
these strategies* it might be prudent to put into statute some nonintrusivc 
measures that would guard against higher risk assumption by SaUie Mae or 
would enable the government to anticipate and address a rapid deterioration 
in SaUie Mae's financial condition. 
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Chairman Ford. Mr. Hough* 

Mr. Hough. Mr. Chairman and members of the subcommittee, I 
am Lawrence Hough, president and chief executive officer of Sallie 
Mae. I am especially pleased to appear before this committee, be- 
cause it was this committee that created Sallie Mae's charter in 
1972. 

Let me say clearly, at the outset, the official reports concerning 
GSE safety and soundness from Treasury, GAO, and CBO have all 
determined that Sallie Mae itself poses no risk to the taxpayer. 
The CBO concluded in its report Sallie Mae, without a safety and 
soundness regulator, has conducted its business in such a way as to 
have limited Federal exposure to an insignificant level 

OMB, in the 1992 budget, acknowledged that Sallie Mae is ex- 
tremely strong financially* Perhaps the most noteworthy evidence 
of this achievement is Treasury's report that Sallie Mae holds a 
triple-A investment grade rating, the highest level awarded by 
Standard & Poor's. These studies only confirm what you and we 
have known all along, and that is, Sallie Mae is accomplishing the 
mission set forth by statute and doing so prudently. 

Over the past 18 years, Congress has amended our charter nu- 
merous times to strengthen our self-sufficiency as a private corpo- 
ration and to respond to the developing needs for educational 
credit* We have funded over 20 million loans, providing students 
with over $51 billion. Our programs have supported directly over 
2,000 commercial banks, thrifts, schools, and State agencies. 

Using authority granted during the last reauthorization, Sallie 
Mae has begun to finance directly higher education facilities. We 
have provided support to 121 institutions in 34 States for a total of 
more than $1.6 billion to construct facilities, acquire new equip- 
ment, and refurbish facilities in need of repair. 

In the testimony preceding mine, it has been suggested that 
Sallie Mae needs to be regulated simply because we are not now 
regulated. I take strong exception to this view. Current law now 
provides for meaningful and effective congressional oversight, as 
well as ample outside scrutiny by the Department of Treasury. 

Our statute specifically provides that the Secretary of Treasury 
keep the President and Congress informed of such operations and 
financial condition of the Association, including a report of any im- 
pairment of capital or lack of sufficient capital. Sallie Mae is re- 
quired to submit a report of our annual audit to the Secretary of 
Treasury, who also enjoys full access to our books and records* 

Mr. Chairman, our charter makes us subject to oversight from 
the education committees of Congress, with both committees, 
Sallie Mae has established a frequency and quality of dialogue that 
goes far beyond the formal reports required by statute. It also 
needs to be understood that, as distinguished from all other GSEs, 
Sallie Mae supports an activity that is itself created and regulated 
by the government. 

Accordingly, we are reviewed by the Department of Education's 
Office of Inspector General, its Division of Audit and Program 
Review. We are reviewed by State agencies, as well as the Depart* 
roent of Health and Human Services. These are the extensive offi- 
cial oversight provisions under current law. They do not include 
ongoing, ad hoc reviews by GAO, CBO, OMB, Treasury and others. 



9 

ERLC 



53 



50 

There is only one Sallie Mae, and we live in a huge fish bowl, 
Moreoever, as a puhUcly-traded corporation, we are subject to the 
rules of the New York Stock Exchange, the antifraud provisions of 
the Federal securities laws, and the watchful eye of our investors 
and analysts on Wall Street, as well as otter credit rating agencies. 
Our 21-member board has a fiduciary responsibility to ensure the 
and soundness of our operations. Seven members of our 
are appointed by the President of the United States, and the 
President also designates the chairman of the board. 

However, despite our consistent success, there are those who are 
setting aside the conclusions from the studies that we represent no 
taxpayer risk and are calling for drastic regulatory proposals. 
While I appreciate the very positive comments I have heard this 
morning about our corporation's management, I would like to be 
very clear on the substance of what has actually been proposed by 
Treasury and the G AO. 

What are the obvious flaws in the Treasury proposal? First, 
Treasury acknowledges no need for balance between financial regu- 
lation and program mission. Despite the CBO testimony that there 
needs to be an appropriate balance between financial regulation 
and programmatic mission, Treasury holds the view that financial 
regulation must be an absolute priority. This view is held in disre- 
gard of any consideration for concerns about student loan access, 
stability, and certainty for other GSL participants. 

The capital levels would be set completely at the discretion of the 
Secretary of the Treasury. This is even when Sallie Mae is at the 
highest level of capital. The Secretary can prevent us from enter- 
ing into transactions he believes might place us in a lower capital 
level. Treasury is given the clear-cut ability to control our business. 
In essence, the Secretary of the Treasury can veto a business trans- 
action by unilaterally determining that Sallie Mae is engaging in 
an unsafe and unsound practice. 

To put this power in contact, under that authority, Sallie Mae 
could be prohibited from purchasing loans guaranteed by weaker 
guarantee agencies. This could create severe access problems in 
certain States. 

What is wrong with the GAO proposal? The GAO proposal, as de- 
scribed in their report and highlighted today, would put in place a 
single super-regulator. Once we are thrown together with all GSEs 
and placed under an entity chartered to regulate, investors in our 
debt security would shift their current focus away from our credit- 
worthiness and rely fully on the Federal Government 

At the same time, the cost of equity capital would increase, 
making it more expensive and difficult for Sallie Mae to raise the 
kind of private sector buffer to taxpayer risk which the GAO and 
others propose to reinforce. 

Our inclusion in a group of very dissimilar and less well-posi- 
tioned GSEs will also force Sallie Mae to manage to the standards 
of the weakest GSE, for the weakest GSE will set the risk levels a 
super-regulator will expect us to meet in the conduct of our busi- 
ness. 

Mr. Chairman, the proposals put forth by both GAO and Treas- 
ury would create a discretionary and unlimited intervention mech- 
anism, one outside your committee's control. The presence of an 




54 



51 



entity so empowered could irrevocably alter and destabilize the 
structure you have crafted. It could provide a direct, unpredictable 
means for intervention, intervention which might be triggered as a 
result of dissatisfaction with the program policy objectives you 
would have us support. 

We are not alone in voicing the risk and cost of heightening reg- 
ulation, nor are we alone in believing that Sallie Mae's unique fi- 
nancial strength affords you, the Congress, other means of dealing 
with us. For example, the CBO has pointed out Sallie Mae exposes 
the government to a negligible amount of risk at present. The prin- 
cipal policy issue with respect to Sallie Mae is what action, if any, 
the government should take to prevent the enterprise from increas- 
ing its exposure in the future? 

Mr. Chairman, I believe that this committee, with its experience 
overseeing programs supporting American higher education is 
uniquely qualified to judge how best to assure that Sallie Mae con- 
tinues to perform its mission in a manner which maintains finan- 
cially strong operations with no risk to the American taxpayer. 

I urge you to set aside solutions which would impede Sallie Mae's 
ability to act quickly and creatively in response to programmatic 
initiatives requested or supported by our congressional overseers. I 
urge you to reject the proposed structures lest they be enacted and 
transform Sallie Mae into a corporation that manages its business 
for the safety and soundness regulators. 

As this committee now looks ahead to the postsecondary educa- 
tion challenges of this decade and the next, you will need a proven 
source of innovation and change. I am well aware of the developing 
programmatic needs: programs for the middle class, a simpler Staf- 
ford program, support for nontraditional students, fail-safe contin- 
gencies for major parts of the present delivery system, to name just 
a few. 

We are confident that, af*er thoughtful consultation with this 
committee, Sallie Mae will be able to provide critical support for 
these emerging needs. I am very eager to join with you and this 
committee to fashion a solution which we both can feel confident 
will ensure our continuing support of higher education* It should 
be a solution that draws from our strength and not one which falls 
prey to unfounded speculation about the future. 

I look forward to working with you and would be pleased to 
answer any questions that you may have. 

[The prepared statement of Lawrence A. Hough follows:] 
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Mr. Chairman and members of the Subcommittee, I mm Lawrence Hough, President 
and Chief Executive Officer of the Student Loan Marketing Association, better known 
as SaUie Mae* I appreciate the opportunity to discuss the safety and soundness ©f 
Saiiie Mae, I am particularly pleased that this tearing on SaUie Mae is before the 
committee which created our corporate charter in 1972 to assure the availability 
nationwide of education credit. This Committee deserves much of the credit for the 
successful growth of the guaranteed student Joan program and the important 
contribution SaUie Mae has made in providing private capital to meet that growth. As 
the only government sponsored enterprise chartered to serve postsecondary education, 
SaUie Mae is proud of its record and is especially gratified that as you undertake a 
review of our safety and soundness, you wiO find that the official reports concerning 
GSE safety and soundness from Treasury, GAO, and CBO have bD determined that 
SaUie Mae itself poses virtually no risk to the taxpayer, 

THE RESULTS OF THE STUDIES 

The Treasuiy, GAO, and CBO reports, and OMB in its commentary in the Budget for 
Fiscal Year 1992, aO acknowledge SaUie Mae's successful performance in fulfilling our 
misskm with private capital and at zero risk to the taxpayers. Perhaps the most 
noteworthy evidence of this achievement is Treasury's report that SaUie Mae holds a 
AAA investment grade rating, the highest level awarded by Standard A Poor's. At 
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Treasury's ipecac request am) as • key pan of the Treasury study, SAP evaluated the 
HkeEhood that each OSE might not be aWe to meet its future obligation* from hi own 
resource* On the bass of this study, only Same Mae and the Federal Home Loan 
Bank System achieved a AAA. To our knowledge only two commercial banks of the 
more than 10.000 in this country today carries such a high rating by Standard & Poor's, 
This is an appropriate starting point for examining the reports* commentary on how 
SaOie Mae has operated 

The CBO concluded in its report that Sallie Mae represents a negligible risk to the 
government. "-Sallie Mae„.witbout a safety and soundness regulator has conducted its 
business in such a way as to have hmited the federal exposure to an insignificant level* 
OMB, in the Budget for Fiscal Year 1992, acknowledged that Sallie Mae is "extremely 
strong financially** and that "so long as it manages its interest rate risk well, Sallie *s only 
real risk is that the government might change the rules of the game" From the 
Treasury Report, the Standard & Poor's comments are also very positive. 

The assessment of Sallie Mae reflects its consistently good operating 
performance, the high quality erf its asset base, and hi strong risk-adjusted 
capitalization. Sallie Mae has managed weB the servicing risks attendant upon 
guaranteed student toans,„(SalBe Mae's) capital is maintained at levels to protect 
against a variety of risks, including the remote risk of guarantor failure* 
Leverage has increased in recent years, reflecting an active stock buyback 
program, but SaDte Mae remains appropriately capitalized on a risk-adjusted 
basts. (APRIL 1991 TREASURY REPORT, p. A-46} 
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These studies only confirm what you and we have known at! along, Mr* Chairman, and 
that it that Sallie Mae is accomplishing the mission set for it by statute and is doing so 
prudently* 

Over the past 18 years Congress has amended our charter numerous times to 
strengthen out self-sufficiency as a private corporation ami to confirm and respond to 
the deveJf .* ^ needs for education credit Following each such change, Sallie Mae 
adjusted its course in an appropriate way and continued to fulfill its public mission 
while at the same time avoiding harmful, unnecessarily risky initiatives. The public 
benefits have been tremendous in terms of students served, educations obtained, and 
national objectives achieved. Sallie Mae has to date funded over 20 million loans, 
providing students with over $51 billion dollars, Today the corporation, both by buying 
student loans and by providing collateralized warehousing loam to participating lenders, 
funds about four in ten of aO student loans outstanding. 

By buying education loans, Sallie Mae provides lenders with the ash needed to mate 
more student loans or other investments. Over 2,000 commercial banks, thrifts, schools, 
and state agencies look to Sallie Mae for a comprehensive array erf financial services - 
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loan purchases, financings, commitments - custombed 10 meet the needs of individual 
participants in the education marketplace. 

To ensure the continued participation of the nation's lenders through the decade of the 
80"* when the guaranteed student loan program became increasingly complicated, Saffie 
Mae devoted much of its resources to the development of sophisticated products that 
serve student loan tenders and provide better service to schools and students. Sail* 
Mae's development of a state-of-the-art student loan servicing system has enabled us to 
service, in-house, more than half of the loans we own and provide a fuO range of 
technical assistance products to lenders who want to participate in the student loan 
program but cannot afford the expense of developing the unique systems needed to 
property originate and service loans, And, in this past year Sallie Mae's "tack room" 
expertise - our strong knowledge of the operational am! administrative aspects of 
student loans ~ combined with the authority granted to us by the Congress, provided 
much needed assistance to the Department of Education as it quickly moved to achieve 
an orderly wind-down of the Higher Education Assistance Foundation (HEAF> 

Using authority granted during the last reauthorization, SaBte Mae has also launched a 
successful program of fceflitjes financing for educational institutions. As a result of this 
initiative, we have financed or provided support to 121 institutions for a total of more 
than $1,6 bfflkm. These funds have bear used to refinance existing debt related to 
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construction and renovation, to construct new facilities, to acquire new equipment, and 
to refurbish facilities in need of repair. We have become a key player in ensuring that 
the infrastructure of American higher education keeps pace with the demands of the 
1990*$ and the next century. 

To fund our investments, Sallie Mae raises capital that would not otherwise be invested 
in higher education. Our issuance of short- and intennediate-tenD securities in the 
global capital markets, where the corporation has gained a reputation as one of the 
highest quality credits, has brought new investors to American education. By using a 
variety of often innovative financing techniques in both domestic and overseas markets, 
Sallie Mae has been abk to borrow cost effectively and maintain a near perfect 
balance sheet, one in which the interest rate and maturity of borrowed funds matches 
the rate and maturity of investments* 

Success, in our view, includes operating soundly wish healthy profits, Those profits 
serve to attract equity investment in our business from the general public, and 
educational and financial institutions. Profits also provide the critical buffer to enable 
Sank Mae to survive periods of economic adversity or to recover from unexpected 
losses. This latter use of profits constitutes one of the most significant aspects of the 
safety ami soundness discussion. The fact that Sallie Mae returns nearly 80% of it* 
healthy profits to its business is a major reason why we earned a AAA and were able 
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to survive a variety erf externally administered economic itrett simulations. These 
additions to capital strength Is the past three years were: $192 mffikm in 1988, $209 
miffien in 1989, and $233 mffikm in 199a 

The most crucial element of the prudent management of a financial institution, 
especially through its period of rapid growth, is its ability to develop or attract equity 
capital This halhcrk of conservative private sector financial management is one of 
the two most important concepts 1 wouM offer today. And, Mr* Chairman, this area is 
one where Saffie Mae is doing veiy wcl However, to continue to have the capital 
needed to serve the growing need for educational credit, SaDte Mae must he widely 
and accurately seen as being able fo continue to operate in much the same way it has 
since 1972. Saffie Mae's financial strength as seen by the market* is the principal 
reason that investors have had the confidence to provide an uninterrupted supply of 
credit for higher education, even when, as recently has been the case, a credit crunch 
has afflicted other sectors of the economy. Our ability io adapt to changing economic 
conditions, to identity and serve higher education needs, and to be financial^ strong 
despite national economic problems, confirms the extraordinary value of marrying 
private business to our public purpose objectives. 
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CURRENT LAW OVERSIGHT 



Mr. Chairman, instead of resorting to the creation of a stifling regulatory bureaucracy, 
this Committee am) its Senate counterpart thoughtfully included as a part of our 
original charter a carefully constructed system of checks and balances on our operations 
and a method to reduce federal involvement over time* 



Current law provides for meaningful and effective congressional oversight and ample 
outside scrutiny of Saltte Mae's financial condition by the Treasury Department In 
addition to approving aO of SaQie Mae's debt issuances, the Secretary of the Treasury 
is directed by statute to "...keep the President and the Congress informed of such 
operations and financial condition of the Association, together with such 
recommendations with respect thereto as the Secretary may deem advisable, including a 
report of any impairment of capital or lack of sufficient capital noted in the audit." 
SaUie Mae h required to submit a report of our annual audit to the Secretary of the 
Treasury, who also enjoys access to all our books and records. Indeed, we believe 
Treasury's current statutory authority to oversee the safety and soundness of SaQie Mae 
to be considerably broader than its authority with regard to other government- 
sponsored corporations. In our eighteen year history Treasury has never raised with us 
a single issue with respect to our safety and soundness, and we are unaware of any 
reported to the Congress or the President 
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Mr. Chairman, our charter also mates us subject to oversight from the education 
committees of Congress* With both committee* SaQfc Mae has established a frequency 
and quality of dialogs that goes far beyond the formal reports required annually by 
our Charter. 1 believe that it is largely as a resuh of this history that the Congress has 
been wfllmg to broaden our authorities on some occasions, and to constructively caution 
us cm others. 

It also needs to be understood that, as distinguished from others, SaJlie Mae is 
essentially engaged in supporting an activity that is itself created ami intensely regulated 
by the Government Accordingly, SalUe Mae is reviewed from time to time by the 
Department of Education's Office of Inspector General and Division of Audit and 
Program Review and by state guaranty agencies in regard to its holding of GSLP Joans, 
and by the Department of Heattb and Human Services on its HEAL loan portfolio. 

1 have attempted to summarize the extensive, official oversight of Saflie Mae under 
current Jaw, not including the ongoing Ml hoc reviews by GAO, CBO, OMB, the 
Treasury and others. But as you know well, Mr, Chairman and Members of this 
Committee, Saflie Mae lives in a sizeable fishbowL As a puhtfdy traded corporation, 
we are subject to the rules of the New York Stock Exchange, the anti-fraud provisions 
of the federal securities laws, and the watchful eye of investors and analysts on Wall 
Street, as well as the credit-rating agencies like Standard A Poor's* the one which has 
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just rated to AAA, independent of any benefit! of government~spon$onhip. An 
independent, public accounting firm audits in annuaBy and provides comfort on interim 
financial report* to investors. Our risks, profitability, policies, and management 
practices are analyzed continually by our debt and equity investors. Our many 
competitors and others in the higher education marketplace scrutinize our actions, and 
report directly to you on Salbc Mae. 

Finally, any summary of current oversight of this corporation would be incomplete 
without reference to its significant internal controls. Internal scrutiny starts at the top, 
with the governance structure fashioned by the Congress* Our 21-merober Board has a 
fiduciaiy responsibility to ensure the safety and soundness of SaHie Mae f s operation* 
Management is accountable to this Board, 14 of whom are elected by the shareholders 
and 7 of whom are appointed by the President of the United States. The President also 
designates the Chairman of the Board. And, mindful of the need to strengthen Sailic 
Mae's accountability, we are seeking in this reauthorization an amendment to our 
charier that would strengthen further the governance of the corporation by giving all 
SaHie Mae's shareholders voting rights. Such an amendment win not only intensify the 
market discipline on Sank Mae management and directors, it wiD also enhance our 
aWBty to raise capital. 
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WHERE DO WE GO FROM HERE? 



As an active participant in the reauthorization erf the Higher Education Act, SaBk Mac 
is confident that with your support we will continue to bring our considerable financial 
strength and entrepreneurial creativity to meet the nation's requirement! for various 
forms of postsecondaiy education credit However, despite our consistent success, 
there are some who are Kiting aside the conclusions from the studies that we are safe 
and sound and are calling for drastic regulatory proposals. 

Mr. Chairman, Treasury's legislative proposal which you have heard today came as a 
surprise to us. On the one hand, Treasury reported that SalUc Mae was awarded the 
highest possible stand-alone credit rating from Standard & Poor's, AAA. And Treasury 
has consistently maintained over the past year, and most recently in its April report, 
that a government-sponsored enterprise which enjoys a AAA rating VilJ be exempt 
from regulatory capital requirements and the frequency of reports and examinations 
may be reduced." 



But the legislative expression of the Treasury report now proposes that even in 
instance* where SaHic Mae is scored at the highest level by two different independent 
rating agencies, the Secretary of the Treasury can still intervene in the management of 
the company. The extremely broad discretionary powers Treasury cedes to itself could 
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be highly disruptive to the program There it no question in my mind that die 
arfstesce of nidi broad authority could impair SaUk Mm'i ability to attract capital to 
investment in the OSLP and couW raise questions concerning the contractual strength 
of the purchase commitment agree menu we have with lenders. Ami, in this regard Mr. 
Owfrman, SaOk Mae's purchase commitments are the cornerstones which many tenders 
rely on to support their continued participation in the program, 

The Committee should understand clearly that the Treasury's legislative proposal would 
put in place the regulatory solution wafted for the long affing thrift industry. While a 
long M of sound reasons can be offered to stow why such a regulatory solution is 
entirely inappropriate for SaUie Mac, let me offer jusi a few: 

1. There are thousands of thrift institutions scattered an across the country. 
The legislative remedy proposed by Treasury for SaHie Mae includes broad 
provisions taken directly from the FIRREA legislation which as you know 
was adopted to curb fraud and abuse after the widespread Mure of thrift 
institutions throughout the country. By contrast, there is one and only one 
SaDJc Mae; we are here in Washington; we have not experienced a single 
incident of fraud or abuse; and our chairman is appointed by and serves at 
the pleasure of the President of the United States. Moreover, wt never 
have, nor as presently constituted wffl we ever represent an enforcement 
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challenge which to to any respect comparable to that encountered in the 
pursuit of the thrift institution excesses and fraud 

In the decade prior to the industry's failure, thrift institutions enjoyed 
widely broadened business opportunities. Their rapid growth into unknown 
areas of risk, their weak capital base, their failure to retain profits, and 
their lack of institutional control* were among factors which produced the 
need for FIRREA legislation. By contrast, Sallie Mae serves a very narrow 
business niche. Our growth has been steady and prudent and our 
investment in controls has come wet! before entering new business 
activities. Finally, ami most importantly, our commitment to building equity 
has resulted in our attainment of risk-based capital levels well above those 
set for national banks. 

The # hrift industry regulatory mechanism was never equipped to deal with 
the growth and new ventures undertaken in the years leading up to the 
widespread failures. By contrast, Sallie Mae's narrow range of business 
and Us very public nature make it far easier to oversee. Moreover the 
sources of control, the checks and balance* listed earlier in this testimony, 
are many, diverse, and weO suited to the oversight required. 
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The OAO 1 * propose a> described in their report and MghHgJrted In testimony today 
would put in place a single, super-regulator. We believe that this approach is at best 
counter-productive to the goal of insuring that each GSE can someday match SaDie 
Mae's existing credit quality. The rating! provided by SAP were: SaDie Mae— AAA; 
Fannie Mae-A minus; Freddie Mac-A plus, and Farm Credit System— BB. The 
creation of a single regulator to supervise all OSEs will signal to the capital markets 
who purchase GSE debt that there is little credit distinction between GSEs and that 
their reliance in the event of failure is on the federal government In other words, 
what is today an implicit guarantee would become an explicit guarantee. At the same 
time, the cost of equity capital would increase as recognition of our balance sheet 
quality diminished and fear of regulatory intrusion increased. The result would be to 
mrie it more expensive and difficult for Saflie Mae to attract the very kind of private 
jector "buffer" id taxpayer risk the OAO and others propose to reinforce. Our 
inclusion in a group of very dissimilar and less well positioned GSEs will force our 
corporation to manage to standards of the weakest GSE, for the weakest GSE will set 
the risk levels a super-regulator win expect us to meet in the conduct of our business. 
The combined effects of these factors could ultimately have serious consequences to 
students, other secondary markets, lenders, and postsecondary educational institutions. 



13 



o Gil 

ERJC 



66 

THE DANGERS OF UNWARRANTED RFr.in a t ory ivt^ ^ n 

These drastic regulatory proposals hold great potential for undermining the structure 
Congress has so carefully built to ensure available private capital. Crucial to the 
integrity of a private sector secondary market is its reliability, predictability, and 
discipline. When capital flows readily as is the case with the structure you created 
nearly two decades ago. it does so because there is certainty in the process and trust 
among the participants. Sank Mae has become the central component of the steady 
flow of capital. The introduction of new. unpredictable, and perhaps unwarranted 
interventions, a clear consequence of both the Treasury and GAO proposals, represents 
the type of change that financial markets may neither trust nor readily accept. As 
importantly, the perception of program participants may be badly shaken. Sallie Mae': 
ability to be ready under all economic and political conditions is one of our most 
important contribution to ensure availability of educational credit. 

Mr. Chairman, the second key point in this testimony is one which I wish to ensure 
that there be no possible misunderstanding as to its consequences. The proposals put 
forward would create a highly discretionary intervention mechanism, one outside your 
Committee's control. From our perspective, it » one with truly unlimited power, and 
one which could be administered by those with very little program knowledge. The 
presence of an entity so empowered could irrevocably alter and destabilize the 
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structure you crafted, If could provide a direct, unpredictable means for Executive 
Branch intervention, perhaps motivated by a crisis in another industry that has nothing 
to do with education finance. Or worse, such a regulatory intervention may be 
triggered as a result of dissatisfaction with the program policy objectives you would 
have us support Had such regulations been in place in the past, it is doubtful that 
SaQie Mae, in spite of its willingness to act, would have been permitted to respond to 
meet Congressional Of Department of Education objectives. 

Not only would such regulation tk our hands in meeting the needs of the marketplace 
we serve, it would accomplish the contrary of its stated objective. Proponents bold the 
position that more regulation would somehow decrease risk to the taxpayer. In our 
opinion quite the contrary would be true. Through the proposed expansive regulation, 
the government would become increasingly accountable for what SaDie Mae does, and 
any implicit guarantee would become explicit. From management's point of view, with 
the ever present threat of regulator intervention, and its totally discretionary power to 
pre-empt decisions and remove officers from employment, the single most predictable 
consequence of proposed regulation would be a sudden denigration of entrepreneurial 
spirit and a rapid slide down to the comfort zone of mediocrity. One either tuna the 
keys of the business over to the regulator or one manages to the level needed to avoid 
any possible pretense for its discretionary intrusion* In neither instance win this 
program be well served. 
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THE NEXTSTEP 



Wc are not a kmc voice in citing the risk and cost of heightened regulation. Nor are 
we atone in bebeving that Saffie Mae's unique financial strength affords you, the 
Congress, other means of dealing with us. For example, the Congressional Budget 
Office pointed out: 



The Student Loan Marketing Association {Sallie Mae), which provides 
financing and liquidity to the market for student loans, exposes the 
government to a negligible amount of risk at present The principal 
policy issue with respect to Sallie Mae is what action - if any - the 
government should take to prevent the enterprise from increasing hs 
exposure to risk in the future, (emphasis added) 



Mr. Chairman, your Committee has the prerogative of leaving the structure you have 
built in place. The CBO has highlighted some of the reasons why Sallie Mae's low risk 
profile and financial strength would support a conclusion that the costing oversight 
structure is sound. 



Because Sallie Mae poses so little risk to the government today and has strong 
incentives to continue to operate in a low-risk manner, there are no guarantees 
that the potential benefits from effective supervision - prevention of greater 
risk-takir$ by CSE - are worth the potential costs associated with poorly 
informed supervision. 

Although no single federal agency has specific regulatory responsibility for Sallie 
Mac's safety and soundness, the GSE is subject to operating restrictions and 
oversight The most important is probably periodic Congressional oversight 
Congressional review of Sallie Mae's operation exercises an important influence 
cm managements/The Secretary of the Treasury also has statutory authority to 
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examine aO financial records of the association. The Secretary is required to 
report amraaBy to the President and to the Congress on the financial condition 
of SaffieMae. 

Additionally, the CBO states that with respect to Saffie Mae, there is no urgency. 

The lack of urgency fat the case erf Saffie Mae items from die fact that the 
firm - without a safety and soundness regulator - has conducted hs business in 
such a way as to have limited the federal exposure to an insignificant level 
Sank Mae has carefully controlled Hs risks and maintained a level of capital that 
seems to have been appropriate, A well-informed regulator would have required 
exactly this type of behavior.., [April, 1990, CBO Report, pp 260] 

Mr. Chairman, 1 believe that this Committee, with its experience in overseeing 
programs supporting American higher education, is uniquely qualified to judge how best 
to assure that Saflie Mae continues to perform its mission in a manner which maintains 
financially strong operations, posing no risk to the American taxpayer. I urge you to 
reject solutions devised for some other industry's problems which would impede Sail it 
Mae's ability to act quickly and creatively in response to programmatic initiatives 
requested or supported by our Congressional overseer. 1 urge you to reject the 
proposed structures, lest they be enacted and transform SalUe Mae into a corporation 
that manages its business for "IN safety and soundness regulators. 1 * That style of 
management has not served other industries well and would be in stark contrast to the 
attention management now gives to properly balancing marketplace risk pressures and 
our pubhc purpose. The legitimacy of this concern « j foreshadowed in the 19$$ 
report of the Congressional Budget Office (CBO): "Regulation aimed at locking Same 
Mae into its present low-risk mode of operation would probably put an end to its 
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innovative product and service development efforts. Management turnover would 
probably increase if a ftatk environment was imposed* 

We strongly believe it is largely because you established SaOfe Mae to work in the 
private sector with its tradition of innovation and prompt responses to marketplace 
needs that many of the program objectives you sought have been accomplished. In the 
past these have included: providing tenders with commitments to purchase the loam 
that they will make in future years; developing new products and services for students 
and lenders as their needs required; helping small tenders stay in the business of 
offering guaranteed student loans; developing financing instruments to assist other 
secondary markets and lenders; and providing a new source of financing for academic 
plant and equipment when governmental resources could not accommodate them. 

Mr. Chairman, as you and your Committee now look ahead to the pmi secondary 
education financing challenges of this decade and the next century, you will need a 
proven source of innovation and change. I am weB aware of the developing 
programmatic needs: programs for the middle class, a simpler Stafford program, 
support for non-tradHional students, fail-safe contingencies for major parts of the 
present delivery system, to name just a few. We are confident that after thoughtful 
consultation with your committee SaUte Mae will be able to provide critical support to 
those emerging needs however you choose to soKe them. Moreover, as you are aware, 
under the present statute, to undertake special initiatives, should the Secretary of 
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Education determine * situation in the industry warrants such action, With respect to 
both existing and future authorities, it b important to understand bow severely ttatited 
would be our support in the future if your Committee does not successful}? counter the 
regulatory proposals you have heard others support today. 

Obviously, Mr* Chairman, I am very eager to join with you and this Committee to 
fashion a solution whkh we both can feel confident win ensure SaSie Mac's continuing 
support of higher education- It should be a solution that draws from our strength and 
not one whkh falls prey to unfounded speculation about the future. Mr. Chairman, at 
the risk of appearing to be melodramatic, the burden of my testimony today is that this 
Committee should avoid the siren voices of the Treasury Department and the CAO 
which would, in our judgment, without justification, be tantamount to the reversal of 
the original decision to rely on the private sector to support the GSLP. We believe 
the effect of these proposals would be to make Sallie Mae behave bke an agency of 
government This would destroy the carefully constructed balance between our public 
ami private purposes which has been the hallmark of our success, 

I look toward to working with your Committee and would be pleased to answer any 
question! you may have. 
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Chairman Ford. Thank you very much. 

I have kind of a general question that anybody can respond to. 
Just why is regulatory consistency, which in this case is the simple 
statement of treating all GSEs alike, essential? Regulatory consist- 
ency is basically a policy that would treat things that are vastly 
different in the same manner, rather than regulating each GSE in 
a way that is appropriate to its size, mission, and risk. 

Our examination of the Treasury proposal indicates that it seems 
like a classic example of the proverbial cast iron fly swatter. I don't 
know how you take unlike entities like these and come to the con- 
clusion that the immutable end objective is to treat them all the 
same. That makes about as much sense as does adopting an educa- 
tion policy and saying that all students, regardless of their 
strengths or weaknesses or needs or the purpose of the education, 
as perceived by them, ought to be treated the same. 

When we say "treated the same" about students, we talk about 
not getting unduly intrusive into their own decision-making proc- 
ess and treating them fairly, and I don't think anybody at the table 
sees what is suggested by Treasury as any different. But falling 
back on something I have heard ever since I came here 27 years 
ago, if we've got something that works, and nobody says it isn't 
likely to work, why are we fixing it? 

Mr. Basham, could you give me some help on that? 

Mr. Basham. Sure, Mr. Chairman. In terms of regulatory consist- 
ency, the approach that we took was 

Chairman Ford. Please don't use that term "regulatory consist- 
ency/' I just told you why I think it's an oxymoron. Regulatory 
consistency is what I learned in elementary accounting in under- 
graduate school, and that means thatyou have the column on the 
left match the column on the right. That's regulatory consistency, 
and it's dumb. Any idiot can do that. 

We are talking here about an agency that was created by this 
committee because there was nobody else in the business, and we 
had a program that wasn't going to get off the ground unless we 
constructed for ourselves a unique system which now is known by 
the acronym of Sallie Mae. I am almost an expert on its beginning 
because I opposed it. It really is the product of a Republican on this 
committee, Mr. Erlenbom of Illinois, who worked for a long time to 
convince us that we were never going to make this student loan 
program work if we didn't create our own bank. 

I didn't have a very fond feeling for creating, helping, or even 
having anything to do with banks, but we were finally convinced 
that it was an essential element of the program. What has always 
been important to us is not Sallie Mae, who runs it or who the 
President appoints over there. We have never interfered in that in 
any way at all. We don't care what they do as long as they are 
there when we need them to make sure that our train runs on 
time. In the case of this committee, the trains that we want to run 
on time are the Guaranteed Student Loan Program. 

Now, I hope I am not conveying too much anxiety to you, but I 
get understandably upset if somebody wants to come and play in 
our puddle and say, well, everything is going fine. They are doing 
what you set them up to do. And, as a matter of fact, most recently 
they have helped us avoid real serious problems across the country. 
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But now Treasury would like to come and tell them how to do it 
better. _ 

Treasury is already in the ball game, but you gave us a list of all 
the tilings that Treasury wants to do in addition to that, and a 
couple of them suggest to me another level of decision-making 
interposed between this committee and our creature, Sallie Mae. 
We are somewhat jealous of the relationship that the committee 
has continued to maintain during the 18 years of Sallie Mae, and 
we have several times made significant changes in their mission 
and their goals without getting involved in the day-today oper- 
ation over there. „ , , , . .. , 

I would like to know how you feel that operating a specialized 
agency such as Sallie Mae, which has only one reason for being— 
Ym surprised, Mr. Blum, when you talk about privatizing. If you 
want to talk about privatizing Sallie Mae, I can privatize it for you 
in this reauthorization. We will just abolish it 

Because if Sallie Mae is privatized and no longer has as its total 
reason for being the Guaranteed Student Loan Program, it isn t 
what we created, it isn't what we wanted, and we don t want an- 
other bank, good, bad, or indifferent; we want an agency that has 
as its fundamental mission support of the Guaranteed Student 
Loan Program. , . . . . . 

So I guess the easy way for us to respect the direction to legislate 
by September, we can simply take the suggestion to privatize it. 
We'll just dump it. Now, I don't know what the impact of that 
would be on your feelings and your bookkeepers' feelings about 
symmetry and regulatory consistency, but I know what it would do 
to the Student Loan Program, it would bring it to a screeching 

This committee is more concerned with action by Sallie Mae that 
impinges on access to student loans by people seeking education 
than we are about how the bookkeepers feel about regulatory con- 
sistency. And we are going to continue to do that. Now, my under- 
standing is we do have to legislate something before September. I 
am not at all sure what happens if we don't, unless somebody else 
tries to legislate, and then we have one horrendous turf fight 
around here. . , w , . . 

Do any of the other agencies that are being treated with this reg- 
ulatory consistency enjoy the same rating with the rating agencies 
as Sallie Mae? _ . , . 

Mr. Bash am. The only other GSE, Mr. Chairman, that was rated 
triple-A was the Federal Home Loan Bank system. I think you 
could characterize their oversight of their safety and soundness as 
quite extensive, particularly with respect to Sallie Mae. 

Chairman Ford. Why does Treasury feel that the present author- 
ity that it has in Sallie Mae is not adequate to assure safety and 
soundness? „ ... .„ ^. 

Mr. Bash am. Currently, Mr. Chairman, Sallie Mae— our author- 
ity is nominal at best. We can ask for their annual report to be 
submitted to us. If their independent auditor within that annual 
report makes note of any impairment of capital or any things that 
they are concerned about, the Secretary has a responsibility under 
the law to communicate that, both to the President and to Con- 
gress. 
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,^f. sh » ul <! bf sending up to this committee, I think sometime 
shortly, the letter that we send every June, which includes our as- 
sessment based on the assessment of the independent auditor in 
their annual report Beyond that our only other real authority of 
consequence, besides the ability just to go in and look and their 
books, u the ability to control, to a certain extent, their access to 
the debt markets. 

We have historically not used this authority over Sallie Mae or 
over any of the other GSEs in anything other than sort of a traffic 
cop function; i.e., to try to let them know what the Treasury itself 
is doing as well as what other GSEs are doing. And to the extent 
they decide it is inappropriate or unwise for them to come to 
market at a particular time, they make that decision themselves. 

There is one current situation in front of Treasury where they 
had recently proposed borrowing some money off shore. We are 
having our tax people as well as our international affairs people 
analyze that particular borrowing. That would be a rare, rare ex- 
ception to our traffic cop function. 

But beyond these sort of nominal authorities, there is no general 
rulemaking authority. I would say Sallie Mae, for the most part, 
has complete discretion with respect to the level of capital it choos- 
esto maintain for itself, the complete level of discretion with re- 
spect to how much risk it chooses to take in its business activities, 
fortunately for us, for the taxpayer, for this committee, and for ev- 
Sw° ne involved ' that level of risk » *°w and has been historically 

I think we feel that maintaining the status quo presumes that we 

SBLtt e Hi. w ^f ff e , futUre 18 ?° in S to 1x5 We don't profess to be 
able to do that. I think we would feel more comfortable, given the 
discretion that Sallie Mae currently has-in essence, some people 
would suggest they have a government credit card that they are 
able to use with no spending limit on it. 

Chairman Ford. Wait riglit there. You just turned the corner on 
me, and I want you to understand where you're going when you 
turn that corner. You acknowledged that you can oversee what the 
auditors find m examining the way in which they are doing busi- 
ness, and that you have the authority and you do in fact use that 
u y i hl ? <? mmittee when you see some indication 
T h ™?J! V i mav be deviating from what anybody, the auditors or 
ireasury, believes to be sound business practices. 

Now, what I am concerned about is why you want to be able to 
make decisions at Treasury about those business practices without 
consulting us or the board of directors of Sallie Mae; in other 
words, to be able to veto an action of Sallie Mae, even if it is some- 
thing we have asked them to do? 

Mr. Basham. Mr. Chairman, I would characterize that as prob- 
ably not our approach, quite frankly. We probably feel very strong- 
ly that heavy-handed regulation is counterproductive, particularly 
wi«i respect to a GSEfike Sallie Mae that is so wetfcStaHzS 

w 90 , , £ un ' ,n terms of its exposure of the taxpayer 

We feel that the intrusiveness of regulation should be inversely 

fESSr&ZV 1 •*? 2* ^ k that GSE P 0 ** to **** government. I 
mm A he Ie 8^1ation that we set up reflects those views, in terms of 
both the provision of a safe harbor for Sallie Mae, as well as as- 
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suming that they meet the capital standards that would be promul- 
gated, and we have no reason to believe, based on our analysis, 
that they would not be able to meet any reasonable level of capital 
standards that might be promulgated, there is no room for intru- 
siveness on the part of the regulatory body. 

Again, we feel strongly that heavy-handed regulation would be 
counterproductive. We don't want to run this business. Our prefer- 
ence would be not to run this busmen. Our preference would be for 
Congress to determine the programs, the programmatic issues that 
they want Sallie Mae to address. 

Congress determines there is a targeted beneficiary. We want 
this particular group of Americans to be served by this particular 
GSE. We would support that. Our only concern is that, once Con- 
gress has made the programmatic decisions, that Sallie Mae does it 
prudently and with as little risk to the taxpayer as possible. We 
would not anticipate 

Chairman Ford. Do you foresee, for example, when you talk 
about authority to dictate standards, the situation that has arisen 
in recent years with a guarantee agency that became, on its books, 
overburdened with a population of low-income students in proprie- 
tary schools and found itself getting into trouble? We knew that 
trouble was developing, we know why, and it has more to do with 
the type of person that is being served by these loans than it has to 
do with anything else. 

You are faced with a choice: We either quit protecting and af- 
fording education to low-income people because they are bad risks, 
or we continue. We asked Sallie Mae and the Secretary of Educa- 
tion to step in. Sallie Mae did, and we had practically no interrup- 
tion in flow of access to loans to low-income people in the parts of 
the country, including the District of Columbia, that would have 
been shut off. 

Now, what if your people at Treasury decide that taking over 
that kind of a risk is not a good business investment? I can tell you 
right now it's not a good business investment. And if all I was wor- 
ried about is the business investment side of it, and that's what Ym 
afraid is all Treasury is worried about, I would have no trouble 
telling them, "Don't take this over. Let them flounder." 

But since I am concerned that we are even-handed about educa- 
tional opportunity for good rides and bad risks, and in fact we are 
in this business to remove capital risk as an impediment to educa- 
tion for the less fortunate, then I would tell them, "Do what we put 
you in business for, and don't worry about the fact that you are not 
going to make as much money out of it" 

My problem is, at that point, whose regulation wins, yours or the 
desires of this committee? 

Mr. Bash am. Mr. Chairman, to the extent that this committee 
had Sallie Mae serving a particular public beneficiary, whether it 
be low-income, moderate-income students, in trade schools, in medi- 
cal schools, or wherever, that's a decision that the Congress itself 
would make. Our only goal would be to make sure that they in fact 
are performing the services with minimal exposure to the taxpay- 
er. That's it. 

We would not dictate in the particular instance that you are re- 
ferring to. They were performing as Congress intended them to 
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perform. Our role there would be strictly as a function— and we 
identified the potential exposure, the guarantor exposure in our 
1990 report We mentioned that in a couple of places, and in fact it 
did come to pass. It was handled, we think, expeditiously. S&P 
commented to us that the way it was handled was done extremely 
well. That was fine. 

Our concerns were not that they shouldn't be doing that, because 
the decision had already been made by Congress for them to serve 
this particular program, this particular segment of the population. 
That s not our concern. Our concern would iust be to make sure 
that in serving this particular segment of the population with a 
particular program that it be done safely and soundly. 

Chairman Ford. We are goinp to have to go over for two quick 
votes, and we will be back as quick as we can. I would appreciate it 
if the panel could stay for other members to ask questions. 

[Recess.] 

Chairman Ford, There is a possibility there will be another vote. 
We will probably have Mr. Coleman back quickly. In his absence, 
Mr. Reed. 

Mr, Reed. Thank you, Mr, Chairman. 

The issue of government-sponsored enterprises is a very critical 
one, because we all, I think, recognize the potential loss to the Fed- 
eral taxpayer if we don't take appropriate action, but it is an issue 
which involves very complex financial markets, financial transac- 
tions, and I think it is useful, certainly for me, to try to understand 
more fully some of the premises that we are operating on and some 
of the objectives we are trying to realize. 

The first issue — and my questions are general in nature, so I 
would encourage all of the panel to respond at will— at issue here, 
or why we are here, basically, is the implicit Federal guarantee for 
these quasi-public or quasi-private entities. I would just like a com- 
ment about the extent to which this implicit guarantee would re- 
quire a Federal response. 

In the testimony we heard that during the Farm Credit crisis in 
the 1980s, the Federal Government stepped in — but how explicit or 
implicit is this Federal guarantee? General comments would be ap- 
preciated* 

Mr. Fog el. Well, let me start, Mr. Reed, from a GAO perspective, 
you are correct that it is implicit. I think that history is the only 
thing that we have to go on. When there have been programs that 
have been set up where there is a very clear public policy purpose, 
as indeed is the caw in the GSEs we are talking about, I think it 
has been our expectation that if things really got tough, you know, 
the government would step in, because we are dealing with public 
purpose types of enterprises. 

So that s why we think the government does have an interest in 
assuring that, not intrusively, but assuring that these GSEs are op- 
erating in a safe and sound manner. 

Mr. Reed. Let me follow this up by a more detailed approach. 
There are various groups, constituent groups, if you want to use 
that term in the broader sense, that, in varying decrees, see the 
government as sponsoring these agencies* And, just tor the record, 
among stockholders of this publicly-traded corporation, do you feel 
that there is an implicit recognition that the government will step 
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in, or do they recognize that there is no legal obligation for this 
government to step m? 

Mr. Fogeu I think, if you read the prospectuses of the GSEs and 
everything they say, they say there is no explicit guarantee. But 
the way the market behaves indicates that the market does under- 
stand that there is an implicit guarantee that the government 
would step in. 

Mr. Reed. Just, again, to continue, about bondholders, you would 
make similar comments? 

Mr. Fooeu I would say it would generally apply, yes. 

Mr. Reed. And then another constituent group, the actual stu- 
dent borrowers— in fact they actually have a guarantee, or at least 
they are borrowing with a guarantee. 

Mr. Fog el. Right. That's right. That's why its called the guaran- 
teed program, so they know they are covered. 

Mr. Reed. There is another issue which is sort of the flip side of 
the proposed regulations. 

Right now we are talking about an implicit guarantee. In effect, 
if we pass significant regulatory authority for the Secretary of the 
Treasury or anyone else, that implicit guarantee becomes much 
more explicit, because the government is taking a firmer grasp of 
the institution and in effect is saving, not only will we guarantee 
these particular loans, out we will be guaranteeing the continuity 
ofSallieMae. 

Is that a fair judgment? 

Mr. Fogel. I think, from our perspective, I don't know that we 
think the legislation would necessarily guarantee the continuity. I 
think what we view it as doing is saying that the government has 
an interest in assuring that organizations that were set up for a 
public purpose and have a potential draw upon the Treasury are 
operated in a safe and sound manner. But, I don't know, maybe 
Treasury has some different views on that. 

But I don't think we view this as having it set up so that the 
legislation would explicitly guarantee either the existence of these 
organizations or say that therefore the government would now ex- 
plicitly stand behind what they do. 

Mr. Reed. Not cutting off Mr. Basham, but it seems to me that 
right now we are here because there is an implicit guarantee, be- 
cause of historical events, because of market behavior, and yet we 
are proposing to take much more definitive regulatory steps. I 
would suspect that if the market is responding now, based upon im- 
plicit legislative authority, that we certainly have to consider the 
effect, or should consider the effect, of more substantial regulation. 

Mr. Fogel, Yes, I think— I'm not the best person to speak on 
how the markets act— but I think one of the reasons we are here is 
that there is a general recognition that because this implicit guar- 
antee for all the GSEs is out there that it is important to take a 
look and see whether the government's interests, not only on the 
programmatic side but on the safety and roundness side, are ade- 
quate!/ protected. 

I think the sense we got from our study was a feeling that at the 
present time we don't think the government's interests, from a 
safety and soundness standpoint, are adequately protected. It's nice 
to hear that, and I'm glad we're able to report that the GSEs, 
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almost all of them, are in very good shape; they are being managed 
well, but that's today. And our concern is that it is difficult to look 
into the future and say, well, because everything is okay today, we 
ought to just keep our fingers crossed and say things will be okay a 
couple years from now. 

Mr, Basham. I was going to address your questions with respect 
to making the implicit guarantee more explicit. 

As we perused all the various regulatory venues in deciding the 
approach that we wished to take with respect to GSEs, we saw cer- 
tain consistent powers that were there, including utilities, public 
utilities, that are regulated by various State utility commissions, 
securities firms. Those are two instances that came to our attention 
where there is quite active and effective governmental regulation 
that in no way suggests to the participants in those markets that 
there is any sort of government guarantee. 

More to the point, with respect to how the market perceives 
these securities, as someone who came from the financial industry 
before 1 came to Treasury, I can assure you that, when we would 
get the annual reports from these entities, we would file them 
away, but effectively, based on our experiences and our percep- 
tions, the government, if things really got difficult, given the close- 
ness of these securities to the government, that the government 
would probably step in. 

I would suggest that the spreads that they are able to borrow 
over the Treasury curve right now are more reflective of liquidity 
concerns and less a function o f any concerns about the underlying 
credit. As a matter of fact, we ve done some analysis at Treasury 
that would suggest that some * the GSEs who have been issuing a 
lot of callable debt as of late are effectively, when you factor in the 
value of that call, are effectively able to borrow money at rates 
better than the Treasury itself is able to borrow. 

So I would suggest that the market's perceptions are that, irre- 
spective of the Treasury's comments that there is no explicit or im- 
plicit guarantee, irrespective of the comments of the GSEs them- 
selves that there is no explicit or implicit guarantee, the fact re- 
mains that actions speak louder than words. When the Farm 
Credit System experienced difficulties, the UJS. Government 
stepped up to provide assistance. And I think that provided, some 
people would suggest, a living embodiment of the implied guaran- 
tee right there. 

Mr. Rked. I have a— unless you wanted to answer, Mr. Hough? 

Mr* Hod - Congressman Reed, let me put on the tecord the his- 
tory of Sallie Mae on this issue. Around the middle of the 1980s, at 
the request of Treasury, we terminated a relationship that we had 
had, as long as it was made available to us, under which we could 
borrow from the Federal Financing Bank. Clearly, the debt that 
supports our programs that came through the Federal Financing 
Bank carried the explicit guarantee. 

It was a very appealing opportunity for us, because we, for a long 
time, have stressed to our investors that what they can look to and 
only what they can look to is th^ corporation's capital. So in the 
action we took in leaving the Federal Financing Bank we made a 
giant stride towards meeting that objective. 
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We consistently, in all debt offerings and all the occasions in 
which we stand before analysts who are interested in both our debt 
and our equity, emphasize that the capital of this corporation rep* 
resents the total recourse that they have, that there is no explicit 
guarantee, there is no implicit guarantee, and as long as they con- 
tinue to invest in us they should do so knowing that we are not in 
any way, shape, or form relying on the government to come to our 
rescue. We believe that today as strongly as we have ever believed 
it. As to the question of whether or not our debt today eiyoys the 
advantage of this implicit guarantee, it is deceiving to stack that 
question up by comparing Farm Credit, Fannie Mae, and Freddie 
Mac that do hold rates substantially below ours, but yet are bor- 
rowing at costs very close to ours- 

To gain insight as to what btands behind the investors 1 motives 
in borrowing our debt at a fraction over Treasury, you have to look 
at the only two other major banks in this country that are triple- 
As, Morgan and Wachovia. When you compare our financing costs 
to their financing costs, and you can do it only imperfectly, because 
we are not in the market on the same day with the same instru- 
ments, but, generally speaking, you are going to find that our 
spreads are very close to these two triple-As. 

So I would submit that the difference between U.S. Government 
borrowing and Sallie Mae's borrowing is more representative of the 
fact that the market understands that we are a triple-A and ac- 
cords us the same safety and soundness that they accord to the two 
other triple- A financial institutions in the United States. 

Having said that, it is very difficult to prove, because we are per- 
ceived to be an agency issuer, but as compared with the other 
GSEs, we alone can make the comparative study of where we stand 
with where two other major financial institutions stand on this 
question. 

Mr. Reed, Thank you. 

I have a follow-up question I am trying to determine the govern- 
ment's exposure — and I don't want to simplify this, because I think 
it is l very complex field— but, basically, our exposure comes in the 
actual guarantees that we give to the borrowing by students. I am 
talking now, of course, about Sallie Mae, not the other GSEs. 

It is my understanding that in the budget proposal that has been 
sent up this year, as a result of reforms, that we are beginning to 
recognize the discounted cost of these guarantees over time. My 
question is, if we are in fact budgeting for potential losses in the 
guarantee program, aren't we recognizing directly the potential 
cost that would be borne ultimately by Sallie Mae? 

Mr. Bash am. Well, the budgeting that takes place and has taken 
place is really a function of the Department of Education's guaran- 
tee of the loans. Obviously, if students default, the Department of 
Education has to have the money to make good on that loan* So 
that's where the exposure to the taxpayer is on that specific lend- 
ing program, The exposure through Sallie Mae, obviously, in a situ- 
ation lite that — or to Sallie Mae— is minimal. 

There was some question, obviously, when HEAF experienced fi- 
nancial difficulties. There were some provisions that would not 
have provided 100 percent insurance of the student loans that 
HEAF had originated, based on their default experience. In fact, 
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the government made good— the Department of Education effec- 
tively ended up making mod on all of those loans, and there would 
have been no impact to HEAP or to Sallie Mae, from that perspec- 
tive. So, really, the exposure to the actual student loans is really to 
the Department of Education. 

I think what you were alluding to earlier was this issue of Feder- 
al credit policy reform, which has to do with whether the govern- 
ment services various constituencies, either through direct lending 
programs by the government itself, through guaranteed loans, or 
through some facility similar to a GSE, and what is the most effi- 
cient way to provide that benefit to the particular constituency. 

Mr* Reed. Let me just follow up on this question. If we* at least 
for the sake of discussion, concede that there is minimal risk to 
Sallie Mae because of the guaranteed loans, because that has been 
budgeted now and discounted forward, or backwards, depending on 
your sense of direction, what are the specific risks that Sallie Mae 
has run that require increased regulatory supervision? 

Mr. Bash am. Well, fortunately, the way they manage their busi- 
ness doesn't expose us to a lot of risk right now. Obviously, the 
mmor asset that they invest in are these guaranteed student loans, 
which are effectively guaranteed by the Department of Education. 
Ultimately, they are guaranteed by State agencies, but the Depart- 
ment of Education provides the reinsurance. So, effectively, there is 
not a lot of risk there. You are talking about a full faith and credit 
obligation. 

Now there are other areas of their business. They do make ware- 
housing advances that they have chosen to have collateralized. 
Mr. Reed. By guaranteed loans? 

Mr. Basham. Pardon? Yes, they will make warehousing advances 
to institutions to make government-guaranteed loans, and those 
warehousing advances are fulJy collateralized. But there is some 
credit exposure there. There Is potentially some interest rate expo- 
sure, although, again, given the structure of their business, when 
you have an asset that effectively, by statute, reprices its cost every 
91 days, you don't have as much flexibility with respect to asset 
and liability management as you might have. 

Again, we have said repeatedly, all of us, I think, and S&P, as 
well, have said that the structure of the business, the way it is cur- 
rently managed today, does not pose a tremendous amount of risk. 
Again, 1 think our greatest concern is that we can't tell the future. 

At one time in the past, Sallie Mae owned a thrift that it got rid 
of several years back. To the extent that they are inclined, at some 
point down the road, to do things like that— I'm not suggesting 
that they are going to— but we can't foretell the future. We would 
feel more comfortable having an infrastructure in place that could 
deal with these things when they arise. 

Mr. Reed, Our Chairman is being very patient. I have a few 
more questions, Mr. Chairman. 

Mr. Fog el. Congressman, let me just add one thing to that. 
There is another type of risk that we think has to be recognized for 
all GSEs and that is the management risk that occurs. Now, that is 
not something that you can determine by running a stress test or 
applying risk-based capital standards. That's why you need, we pro- 
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pose, a leverage capital ratio in there. That can be tied in some- 
what with business risk. 

Mr. Reed. Let me just follow up Mr. Fogel. Going back to what 
Treasury said, they have indicated that they doirt want to run 
Sallie Mae. Effectively, what you are saying is that the risk we 
might be ultimately be controlling for is the management of Sallie 
Mae; is that a fair conclusion, based upon your comment? 

Mr. Fogel, Well, it's one of the risks that you need to recognize 
that exists in any type of financial institution. 

Mr. Reed. Just so I don't lose this thought— the other institu- 
tions we are talking about, the GSEs, and particularly, if you move 
away from the GSEs, the thrift industry and the banking industry 
don t deal exclusively with guaranteed products like this. 

Mr. Fogel. No, that's correct. 

Mr. Reed. So we are looking at something unique, even within 
the field of GSEs; is that fair? 

Mr. Fogel. There is no doubt that the interest rate and credit 
risk for Sallie Mae are much lower than similar risks for the other 
GSEs 

Mr. Reed. Thank you. 

We do have, I think, a problem here, and let me sketch out some 
thoughts I have for your response. First the most recent failure 
among the guarantee agencies which operate in conjunction with 
Sallie Mae was the HEAF. Are there any proposals to directly reg- 
ulate the guarantee agencies? If the problem is not at Sallie Mae, if 
the problem is at guarantee agencies, are we picking the wrong 
target simply because they are the one that is most easily regulat- 
ed? That's one issue. 

Mr. Bashaw. Well, effectively, as originators and servicers of stu- 
dent loans, they have some involvement with the Department of 
Education, who monitors those programs quite closely. I think they 
have a powerful incentive, again, given the way the insurance was 
changed back in 1986. Heretofore, there had always been 100 per- 
cent insurance by the Department of Education, irrespective of the 
default experience. 

They found that the default experience in some of these guaran- 
tors was so high, they felt they needed some incentives. So, depend- 
ing upon their default experience, that insurance coverage can go 
down to as low as 80 percent. This was the problem with HEAF. So 
there is incentive there. There is oversight of the programs from 
the Department of Education. 

Obviously, I think we are all cognizant of the fact that if you 
make a particular type of loan to a particular student in a particu- 
lar type of school, that it probably, with respect to all student 
loans, has a much higher risk profile. But, again, that is not to sug- 
gest that they shouldn't be made; it is just that they need to be 
made within the prudent confines of not jeopardizing these guaran- 
tee agencies. I think that is what the Department of Education is 
hoping to accomplish with this new reinsurance provision. 

Mr. Reed. Just another question that goes to the nature of the 
product. Unlike other financial institutions, and unlike other fi- 
nancial products, there is no real underwriting or diligence done 
before the extension of a loan. That is by Federal law. If you qual- 
ify under the statute, you get the loan. 



And little is done—in fact, we are wrestling with that issue in 
the Title IV hearings, how do we, Congress, control the default 
rate, which is really driven as much by our specifications of who 
qualifies rather than the financial institution? In effect, then, are 
you trying to control us? 

I don't want to be facetious, but we are the ones who specify who 
gets the loans, and we haven't specified an ability to pay or an abil- 
ity to repay or the prudent lending standard. What we do is, at the 
tail end, we make the institutions, the lenders, go through hoops to 
collect, basically, not to underwrite, but to collect. 

Mr. Basham. Well, effectively, Congress makes the programmatic 
decision that they want this program to succeed. And, again, now, 
that can be accomplished either by providing a direct subsidy, a 
guaranteed loan, or some other facility. To the extent that Con- 
gress realizes that these loans are of a highly risky nature, and 
there is going to be, on a percentage basis, a greater incidence of 
default than there might be with some other programs, Congress is 
prepared to assume that risk and appropriate the necessary monies 
to make up for the default experience. That is certainly within the 
province of Congress to do. 

Mr. Reed. One final question, observation, et cetera, is that, to 
the extent— I know, Mr. Fogel s and most of the proposals, the 
Treasury proposal see as one solution an increase in capital rela- 
tive to assets, an increase is the equity ratio. That is, I think, a fair 
description of the bulk of the proposals. The flip side of this, and 
we are seeing that right now in the banking community, is that 
one way to do that is you downsize your assets. Simply, you stop 
making loans. 

We are enjoying a nredit crunch— ''enjoying'' is a facetious term 
iu my region of the country— and I think the Chairman alluded to 
this, that to the extent that we direct higher capital ratios, the flip 
side of that could be a decrease in the amount of lending authority. 

And, stepping back a bit further, I wasn't there at the creation, 
but my thought is that what motivated the creation of Sallie Mae 
in the first place was a notion that there wasn't sufficient available 
credit for higher education loans in this country and that we were 
going to do that through Sallie Mae. 

Have you considered the fact that one unintended consequence of 
these higher ratios, dictated by Treasury and not by the organiza- 
tion, is that there would be a decrease in credit availability for stu- 
dents trying to go to school, which contradicts, I think, what we are 
trying to do here in Congress, which is make college affordable for 
lots of people? 

Mr. Fogel. We certainly talked about the pros and cons in the 
QAO when we were coming up with our recommendation. I think a 
couple things drove us to where we came out. Number one was our 
concern that for most of the OSES there was no required capital 
level. And we haven't reached a conclusion as to exactly what that 
l^s^^^^jl ^P^^^J^ill^i ^^^^s* lift ^P^p^]9Pw^^ ^58MKJ^^^ may, if you go through and do the 
analysis, it may mean they need lower capital than they have now. 

I think the thingthat really drove us and concerned us, when we 
looked at these USE*, is we had very large financial institutions 
that were setting their own capital. When you look at some princi- 
ples of financial regulation, one of them that we wanted to follow 
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was, because the government had an interest, we thought it was 
important that it set capital. 

Now, in setting capital standards, again, this isn't done by fiat. 
There has to be a lot of discussion, a lot of dialogue. You know, 
there are procedures that are followed. And we wouldn't anticipate 
that any regulator is going to be capricious in doing that, because 
you don t want to set capital levels at a point where they drive the 
institutions out of business. 

Mr. Reed. But, as a point of departure, I think you all recognize, 
1 hope, that capital is related to the extent that they will lend, or 
will expand or contract their lending abilities, and that's— we are 
at one side urging college be available, access to credit, the Ameri- 
can dieam. On the other hand, I don't think we can say, without 
taking into consideration, you've got to raise capital, raise capital, 
nuse capital. I just want that point clearly recognized. 

Mr. Basham. Mr. Reed, if I could just respond. I think we are 
sensitive to that, as well. We have said from the very beginning 
that our goal here is to look after the interests of the taxpayer and, 
at the same time, have no programmatic impact, if at all possible. 

And one thing that is, I think, fortunate about this whole exer- 
cise is, we are not dealing with failed thrifts or banks that have an 
insurance fund that is seriously depleted, we are dealing with rela- 
tively healthy institutions, for the most part. And to the extent 
more capital would be required-and, quite frankly, given the 
tnple-A rating of Sallie Mae and the structure of their business, I 
cant imagine there would be significantly more, if any— but I 
think, to the extent that more might be required, there are number 
ways ™ downsizing that you accomplish that. 
One, of course, the obvious one, is to issue equity. Very profitable 
company; very popular stock. Admittedly, management would 
prefer not to dilute the ownership of existing shareholders, but, 
again, we are concerned with the taxpayer. We are concerned with 
the public sector beneficiaries of Sallie Mae. Unfortunately, we 
can t look out after everyone's interests. 

Mr Reed. Your concerns are legitimate and important, I recog- 
nize, though. I, again, want to thank the Chairman for his indul- 
gence- I have just one final question. 

The board of directors of Sallie Mae, many are appointed by the 
President; is that correct? 
Mr. Hough. Yes, seven. 

Mr. Reed. Seven. Typically, the way we govern corporations in 
this country is through their board of directors, and I wonder, if in 
fact there is authority right now for the directors to be appointed 
Dv the President, whether those directors aren't conscious of the 
same concerns that you are raising and whether that regime of 
regulation is— I raise the question; I don't have an answer— is that 
sufficient in and of itself? 

, u M £j^" A M-. Ip fpme respects-it's interesting that you bring up 
2? ^ rdt i& ink , S9 f b f Mae has a significant benefit that some of 
the other GSEs don't have, as they do have a board of directors 
composed almost entirely or I believe entirely of outside directors. 
They have played an active role in the company. The chairman is 
appointed by the President. 
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Bat our analysis of the responsibility of the directors, even the 
presidentially-appointed directors, they have the same responsibil- 
ities that all directors have for any corporation, which is to ensure 
that the corporation honors its charter, that it perforins profitably 
for the shareholders. They don't have any special— any baggage to 
carry with respect to overseeing the financial safety and soundness 
from the taxpayer's perspective. 

They may have this implicitly by being presidential appointees, 
but, in fact, there is no explicit or legal requirement on the part of 
the directors, even the presidentially-appointed directors, to view 
the interest of the taxpayer above the interest of the shareholders. 

In point of fact, according to our legal analysis, their primary fi- 
duciary responsibility is to the shareholders. 

Mr. Reed. Mr. Hough. _ _ , , 

Mr. Hough. If I could respond to that question, I hold a different 
view. I think this Nation has many, many private sector corpora- 
tions that do extraordinarily well. They are overseen by boards of 
directors who in fact take to heart the liabilities they have in pur- 
suing any activities that jeopardize the safety and soundness of 
those organizations. , , 

With respect to Sallie Mae, our directors absolutely understand 
the exposure they have, as directors of a public corporation, and 
the need that follows with that exposure to tend to the business of 
safety and soundness. The chairman of Sallie Mae is appointed by 
the President. In assuming that position, he is acutely aware of the 
need for him to preside over an organization which is never a polit- 
ical embarrassment to the Chief Executive Officer of the United 
States. , 

I have sat in 18 years' worth of board meetings, through three 
administrations, and I can tell you that all chairmen and all presi- 
dentially-appointed board members keep as one of their foremost 
objectives the need to avoid any action which could be politically 
embarrassing to the President They all also understand that they 
can be removed from office by the President 

Sallie Mae's board composition includes more appointed presi- 
dential board members than any other GSE and is one of the few 
GSEs where the chairman is appointed by the President And, fi- 
nally, the issue is not little management presence on the board, 
there is no insider position among our directors. They are all out- 
side directors. I think there is a great deal of oversight safety and 
soundness cushion built into that governance. 

Mr. Rxxn. Thank you. 

Mr. Chairman, thank you very much for the time. 
Chairman Ford, Thank you. 
Mr. Coleman. 

Mr. Coleman. Mr. Basham, I guess most of my questions will be 
directed to you. I want to start off by saying that the concerns the 
Chairman has expressed, and I think others have as well, and in 
your own discussion today, you make the distinction, the differen- 
tiation between the GSEs and in particular, the one we are talking 
about here today. You do it constantly, and I guess that is our con- 
cern about this bureaucratic cookie cutter methodology used where 
all of them are going to be regulated, same requirements, and so 
forth. 
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You cite the Farm Credit System experience, and I was involved 
with that one as well. The fact that others, who are very sophisti- 
cated investors, I might add, look at these entities as, as you say, 
more governmental than private, always amazes me because these 
are people who have billions of dollars for investment purposes. 
And if they don't understand the agency status of these entities, 
who would? 

I am not sure that the fact that we tried to bolster the Farm 
Credit System lends credence to it, other than to say it was a nec- 
essary thing to do under the circumstances and less costly than 
any forecast I saw at the time. Along with that, there have been a 
lot of changes and reforms in the Farm Credit System. The inde- 
pendence, if you will, of that system has been diluted by the politi- 
cal process because of the reforms we made, and the requirements 
we created. 

I mean, there was a price tag involved. And I would suggest that 
there would be a price tag with this one, too, to the extent that this 
legislation goes forward. I don't know that we want to end up 
having Sallie Mae become part of a process which we have tried to 
insulate it from, I think, in most aspects. 

Let me ask you this question: Who is it that we are protecting 
under your proposal? If Sallie Mae were to somehow announce 
today that they are in deep financial trouble, who are we going to 
be bailing out, if that's the word, under the circumstances? Would 
you please explain to me what liabilities are here? 

Mr. Basham. Well, Sallie Mae has a number— I forget the exact 
number; I have it in my briefing book— but it's $39 billion worth of 
outstanding debt that is guaranteed by Sallie Mae. That number 
may be too high. But to the extent that, for some reason, Sallie 
Mae were unable to fulfill any one of its obligations, any one of the 
liabilities on the corporation, I think our concern is that the benefi- 
ciaries of Sallie Mae would look to Congress to rectify the situation. 

Obviously, there are important beneficiaries 

Mr. Coleman. Let's stop right there. Are we talking about the 
stockholders? 

Mr. Basham. No, the holders of these obligations, The stockhold- 
ers, I can only assume, irrespective of the fact that the sharehold- 
ers of the Farm Credit Svstem were protected during that bailout, 
a lot of their at-risk stock was converted to not-at-risk stock. 1 can 
only assume, though, that most GSE shareholders would probably 
view their capital to be at risk, and I don't think they would look 
to the government to bail out shareholders at all. 

But I think the holders of the obligations of any of these GSEs, if 
they were to, for one reason or another, be unable to fulfill on their 
obligations, there are serious consequences with respect to that. 

Mr. Coleman. You are talking about bondholders, in this case? 

Mr. Basham. Bondholders. And, to the extent that that eliminat- 
ed the ability of Sallie Mae to go to the credit markets, it effective- 
ly shuts them down. They are unable to fulfill their public purpose 
intended by Congress. And to that extent, I think Congress would 
probably come under some pressure from all of the groups that 
have an interest in seeing Sallie Mae succeed to do something to 
rectify the situation. 

Mr. Coleman. Too big to fail? 
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Mr. Basham, That's a term that some people have used. We have 
avoided it* But, effectively, some people have suggested, yes, these 
GSEs now are too big to fail. 

Mr. Coleman. How big do you have to be before you can fail and 
not create a problem. We had a problem out in California recently 
with a servicer, and there were tens of millions of dollars at stake, 
as I recall. And yet Congress didn't rush in and bail out those 
bondholders or those people at all. 

Mr. Basham. Well, I don't know how the servicer funded the 
loans that it made. 

Mr. Coleman. He borrowed from Japan, from Japanese inves- 
tors, as I understand it, who, as a result of this, are quite skeptical 
of investing any further in these programs or other investments in 
the country. So there you have your unsophisticated mega investor 
getting involved with something he claimed he didn't know wasn't 
supported and guaranteed by the government 

Mr. Basham. I think a big distinction there, Mr. Coleman, is that 
guarantee agency out in California was not a creation of the 
United States Government. 

Mr. Coleman. But, as I understand your arguments today in 
answer to other questions, the real nexus of the involvement is the 
guarantee on the loans. 

Mr. Basham. The exposure that Sallie Mae itself faces, from a 
credit perspective, is on the loans that it owns, and that exposure is 
effectively done away with by the government or the Department 
of Education guarantee. So the real exposure on student loans is to 
the United States Government, the Department of Education. 

Mr. Coleman. Right And it really doesn't matter if it is Sallie 
Mae, or "X" guarantee agency, does it? The exposure is there. 

Mr. Basham. To the extent that Sallie Mae is a creation of the 
United States Government, the debt that Sallie Mae issues, for all 
intents and purposes, has all of the attributes, all of the unique 
characteristics that the Treasury debt, the debt of the United 
States Government, has, except the lack of the name and the full 
faith and credit guarantee leads investors to view these in a much 
different light than they would, say, the subordinated debt or the 
senior debt of, say, General Motors, or someone like that. 

So, again, these GSEs are very unique entities, created by the 
government, and some people have suggested if the government 
created it, the government will support it. 

Chairman Ford. Will the gentleman yield there? 

Mr. Coleman. Yes, 

Chairman Ford. The gentleman touches on a very important 
point. 

After we created Sallie Mae, we saw a real mushroom patch of 
similar agencies develop around the country. Now, if it had been 
the other way around, if the money lenders would have come out of 
their temple in this country and started to support the Guaranteed 
Student Loan Program in the early 1970s, as we had hoped they 
would, we wouldn't have a Sallie Mae, because these other guaran- 
tee agencies would have all popped up around the country, and 
States like California that got into the business with gusto, would 
have all been in business and we wouldn't need Sallie Mae, so we 
wouldn't be sitting here today. 



90 



87 

You have the cart before the horse when you pass quickly over 
what Tom Coleman is talking to you about It really doesn't make 
any difference to the Department of Education, in terms of its li- 
ability, whether you are talking about a loan that is being ulti- 
mately serviced by a California guarantee agency, a Texas guaran- 
tee agency, a secondary market, or Sallie Mae. There is no real dif- 
ference. 

So why don't we worry a little bit about what they are doing out 
there, too? If in fact the failure in California didn't affect us, then 
why would the failure of Sallie Mae affect us? Except for the differ- 
ence in size— and it wasn't tens of millions, Tom, it was hundreds 
of millions of dollars in California— except for the difference in 
size, what is the difference in principle? 

Mr. Bash am. Well, Mr. Chairman, I think the Department of 
Education is concerned. Again, they have direct, immediate, pro- 
grammatic involvement with all of these agencies that make these 
student loans. Obviously, they are the guarantor of these loans, 
and they want to make sure that the program is done according to 
the wishes of Congress and done prudently. So I wouldn't suggest 
that we are overlooking them at all. That s something the Depart- 
ment of Education f ocuses quite a bit of resources and effort on. 

Our concern is w,.h Sallie Mae. Sallie Mae, as you rightly ob- 
serve, basically created this market. Heretofore, banks were reluc- 
tant to make these loans. They were bad credit risks. And even 
though there was a government guarantee, they were illiquid; they 
had to make them and hold them. Sallie Mae came along at the 
right time; in essence, developed this market, which led to the cre- 
ation of these other guarantee entities. 

But, again, Sallie Mae does operate differently from them. We 
are not as concerned about these guarantee agencies, because, 
again, they are effectively overseen, their programs are overseen 
by the Department of Education, who has the immediate, direct ex- 
posure. 

The exposure with Sallie Mae is somewhat different. Admittedly, 
it is relatively small currently, given the nature of the assets and 
the way they run their business. But, effectively, if the Department 
of Education has no oversight over Sallie Mae, our concern with 
Sallie Mae is that they run the portion of this guaranteed loan 
business that Congress has instructed them to focus on in a pru- 
dent fashion. So far they have done that. 

Mr. Coleman. Well, you have, currently, some oversight role, 
and I'm not sure it is even exercised. Let me ask you another ques- 
tion, in your proposal, you have this triple-A rating. If you go out 
and get a triple-A rating, you are not automatically put in a safe 
harbor. You still have discretion to deny that; isn't that true? 

Mr, Basham. That's correct. 

Mr. Coleman. Why do you require further discretionary reasons 
to require Sallie Mae to jump through a hoop before it can come 
into the safe harbor condition? 

Mr. Basham. I think, originally, it was not our intent to do that. 
If you remember our proposal from last year, our proposal was that 
anyone who was triple-A effectively had minimal regulatory over- 
sight As we went through the administration's clearance process 
on this piece of legislation, some of the attorneys within the admin- 
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istration expressed concerns about the presidential appointment 
clause. 

To the extent that this director or the Secretary is appointed by 
the President, the Secretary would effectively be ceding some of 
the president's power to an outside private sector entity. I am not 
an attorney. I know the issue was raised. I am not suggesting teat 
our attorneys are right or wrong, but 1 think, as a result of that 
concern, it was something that had to be left to the discretion of 
the Secretary. 

Mr. Coleman. Is there a substantial difference between double-A 
and triple-A? What is it? , 

Mr. Basham. In terms of capital, there is a substantial differ- 
ence. It can take considerably less capital to be double-A. I think, 
in terms of default experience, the studies that have been done on 
default experience with these entities show that, as you go from 
triple-B, to A, to double-A, to triple-A, you experience less and less 
default experience. 

The biggest pick-up in default— the biggest positive pick-up in 
terms of default experience; i.e., reduction in default experience, 
takes place when you go from triple-B to single-A rated, which 
would he considered sort of middle investment grade, then appre- 
ciably less when you go to double-A, and then appreciably less 
when you go to triple-A. 

So there is not a lot of— I wouldn't say there is a dramatic 
amount of difference in default experience between double-A and 
triple-A, but in terms of the capital that it would require, it prob- 
ably could be a substantial amount. , 

Mr. Coleman. You know, the concern that we have, if it hasn t 
already been articulated, is that you would have the control, 
through the regulatory process, of Sallie Mae, and that, if you felt 
that the make-up of the portfolio or some of their actions regarding 
these guaranteed loans was not to your liking, you could, through 
the back door, effectuate change in these programs because of the 
massiveness. Here's the 800-pound gorilla we ve got here. Because 
of that, you could make a substantial impact on programs. 

And we would basically have no oversight or authorization power 
over you to do anything about it. You understand that? I mean, I 
know you come here with good intentions, and perhaps so has ev- 
erybody who has worked on this, but, when things become law, 
sometimes 10 years down the road, 15 years, a new crew comes in 
and they could have a whole new agenda, you are giving them 
legal authority to do it. 

Mr. Basham. To a certain extent, Mr. Coleman, you are correct. 
Again, as I have indicated, we feel— and if you are familiar with 
our banking bill— the concept of regulatory intrusiveness is in- 
versely proportional to the level of riskiness of the institution. 
Clearly, with an institution structured and managed the way that 
Sallie Mae is, we would, quite frankly, hope there was nothing for 
us to do, to the extent that they are in this safe harbor. 

I think, though, Congress and the administration would want to 
feel that someone was not asleep at the switch, per se, but someone 
was there just to make sure that, if it was a question of the compa- 
ny continuing to be managed the way it is managed, that at least 
that effectively is happening. Clearly, the Congress has to make a 
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decision. Does Congress want to retain that authority itself, or 
would Congress feel comfortable allowing somebody within the Ex- 
ecutive Branch just to maintain some oversight authority? 

Mr. Coleman. Well, we have to vote. But I can imagine, for ex- 
ample, you lumping all of these together, and your regulations are 
the same for all of them, and then, eventually, it is like the banks 
coming to us, the ones that were conservative and doing the right 
things are being assessed to pay for the sins of the other ones. I bet 
that could possibly happen here in the long run. 

Mr. Basham. Mr. Coleman, we have tried to work hard to make 
sure we did not lump them all together. That's why we have taken 
the approach that we have. They would be regulated quite differ- 
ently, I think, in terms of oversight. 

Mr. Coleman. Thank you. 

Chairman Ford. I don't know if we have other members who 
want to continue the questioning who are on the floor awaiting 
this vote or not. If you could hold on until I check over there and 
call back to Tom, we may dismiss the panel. If not, we would ask 
you to take a 15 minute break and come back and see us. We will 
dismiss it, if we can. 

[Whereupon, at 12:30 p.m., the subcommittee was adjourned, sub- 
ject to the call of the Chair.] 

[Additional material submitted for the record follows.] 
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June 19, 1991 

Student Lou Deferment for Medial Residents 

The American College of Physicians, representing 70.000 specialists in interna) 
medicine and its subspecialties, strongly supports the legislation (H.R. 179) 
introduced by Congressman Penny to allow the deferment of payments on federally- 
insured student loans during medical residencies. Almost a third oi ACP's 
membership an* Associate Members, the majority of whom are residents. These 
20.000 individuals are the future of interna! medicine and our statement is made 
today on their behalf. 

Prior to the passage of the Omnibus Budget Reconciliation Act of 1989. 
medical residents in university-b.sed institutions were allowed to defer payments on 
their loans throughout the duration of their training. In an effort to address the 
inequity of granting "student status" to these residents and not to residents training 
in community hospitals, "OBRA '89" established a two-year deferment period for all 
residents regardless of the training locus. The College supports the equal treatment 
of medical residents but believes the deferment period must be extended for these 
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reason: to avoid a rise in loan defaults; to keep the profession of medicine open to 
all individuals; to ease the burden of repayment that falls especially hin d on minority 
residents; and to reduce the necessity to "moonlight/ which has implications for the 
quality of care by already overworked residents. And finally, the College rases the 
issue of the impact of indebtedness on the overall attractiveness of internal medicine. 

bass Related la 1 Arc™^*^** 

The education and training of a physician is not complete after four years of 
medical school but usually extends to a three- year residency for medical specialities 
such as internal medicine and pediatrics and a five-year residency for surgical 
specialities. The requirements for certification in a specialty arc increasingly 
considered a minimum standard as the pressures increase to ensure that physicians 
maintain a high level of competency. Specialty boards are moving to war J time- 
limited certification, and Congress has given serious consideration to federal re- 
certification requirements. 

To comply with the new requirements contained in "OBRA '89/ residents must 
begin loan repayment during the third year of residency. The combination of high 
levels of debt ami relatively low stipends make it unrealistic for a large percentage of 
residents to meet their obligations. Over 80 percent of the 1989 medical school 
graduates have an average debt of $42,000; 32 percent of graduates owed more than 
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$50,000. In the third year of residency when loan repayment begins, the mean 
stipend is S28.577. 

To comfortably repay a loan, lending agencies suggest that payments not exceed 
eight percent of gross income. The Association of American Medical Colleges 
(AAMC) Survey of Third Year Residents provides an interesting example of the 
difficulty of repayment during residency and in the early years of one's professional 
life. The case study illustrates the 1 1 percent of medical students who have a $75,000 
debt. The interest and principle payment on this debt, from Stafford, SLS and 
HEAL/ALP sources, would total $971 53 a month. The annual salary needed to 
retire the debt comfortably would be $145,000; difficulty would arise at $97,000; and 
repayment would be impossible at $73,000 With stipends lev than $30,000 and first 
year incomes after residency or $80,000 or less for many primary care specialists, the 
risk of loan default is apparent. This simple comparison of debt and income tells 
only part of the story as the following descripuon of a "cash flow" study illustrates. 

This 1990 study of student loan indebtedness, published in the Journal of the 
American Medical Association (JAMA), evaluated the effect of varying levels of 
indebtedness on Lie cash now of a "typical" resident. The authors conclude that 
-Numbers such as "average reimbursement- and 'average indebtedness' have been 
reported, but are cumulative and do not convey the effect of educational indebtedness 
on the cash flow of a typical house officer." A simple comparison of level of debt 
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and potential income can be misleading. One example from the attached table shows 

that a typical house officer, even with a low level of indebtedness, would have a 

negative cash flow during a simulated 5-year residency. 

In their evaluation of the implications of study findings, the authors explore the 

short- and long-term effects of the negative cash flow findings: 

"la the short term* this negative cash flow and accumulating deficit has effects 
on a residents' value system, outlook on his or her training, attentiveness to 
clinical responsibilities, recepuveness to teaching, and ultimately on his or her 
overall professional education and residency performance. Further, it 
encourages (and at higher levels, likely mandates) the resident to participate in 
available extracurricular, remunerative activities In the long run, the need to 
accentuate financial remuneration at the expense of other factors in practice 
selection (rural vs urban location, working in medically undeserved areas or 
with the medically indigent, health maintenance organization employment vs 
private practice, attractiveness of academic careers or primary care specialities) 
has obvious effects on trends in health care manpower allocation and medical 
economics by promoting physician specialization, high professional fees, 
practice in urban environments, and practice in affluent populations." 

In addition to these broader issues, the JAMA study findings seriously 

challenge the wisdom of relying on forebearance as the solution to the indebtedness 

problem. Since interest accrues during forebearance and repayment periods are not 

extended beyond the established payment period, one faces the question of whether 

residents and young practitioners will be able to meet their loan obligations. 
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The College is increasingly concerned that the cost of medical education is a 
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deterrent Tor highly qualified students to choose the profession of medicine. We 
strongly believe that socioeconomic status should not be a barrier to any qualified 
medical student candidate and that the profession benefits greatly by represen tation 
of individuals from different backgrounds. But even the most motivated student 
would find an average debt of $42,000 daunting, especially to minority students 
whose debt is on average $5,000 greater. 

The decline in the number of applicants to medical school over the past decade 
gives pause for concern In Canada where the average tuition is less than $2,000 a 
year, compared to a median cost of $ 1 7.454 for private schools and $5,849 for public 
schools in the U.S., there is an average of four applicants for each first year opening 
in medical schools, compared to the U.S. average of 1.6. The cost of medical 
education may be a deterrent for choosing medicine in the first place and deferment 
period of only two years may be an additional and unneeded disincentive. 

The impact of indebtedness on specialty choice and practice location needs 
additional study Current research indicates that other factors such as lifestyle and 
patient characteristics have a greater influence on these chokes than debt or income. 
In a time of great need for additional primary care physicians, ACP urges the 
undertaking of additional research on the factors that influence speciality choice. 

Our final comments address the implications of the two-year deferment period 
on patient care. Data from the A AMCs survey of third year residents indicates that 
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75 percent of residents said that they would be unable to discbarge their debts if their 
incomes were limited to housestalT incomes only. Three-quarters felt that they had 
to seek outside employment to meet their financial obligations and two thirds 
indicated that they were currently moonlighting. At a tune when there is a growing 
consensus that residency hours should he limited in the interest of good patient care, 
we urge the Congress to examine whether a deferment period that ends before the 
residency is sound public policy. 

Conclusion 

The issue of loan deferment for medical residents may seem relatively 
inconsequential in the context of the far-reaching implications of the Higher 
Education Act reauthorization, but the decisions made by the Congress on this matter 
will have a serious impact both on individual residents and the medical profession. 
We arc very aware that tight fiscal constraints make these decisions especially 
difficult. It is our view that H.R. 179 will reduce loan defaults, lessen the need to 
moonlight and therefore improve patient care, and contribute to keeping the medical 
profession open to individuals from all socioeconomic groups. 
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June 27, 1991 



The Honorable William D. Ford 

Onited States House of Representatives 

Washington, D,C. 20515-2215 

Dear Congressman Ford: 

I would like to request the following comments, concerning 
reauthorization of the Bigher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19* l 
hearing on the Stafford Student Loan Program held by the Bouse 
Subcommittee on Post secondary Education* 

The comments that follow address what I wo-iid currently consider 
to be the major Guaranteed Student Loan (GSL) issues of concern 
to my institution* As you consider changes and improvements to 
the Programs, please note the concerns and suggestions I have 



1 P laBJifc: 8%/10% Stafford interest rate and associated windfall 



Comment b s The 81/10% rate and, especially, the windfall profits 
provision, are both difficult to administer and 
difficult for borrowers to understand, I suggest; 



* Eliminate the 8%/10% Stafford and windfall profits 
provision. 

* Replace it with a new variable rate Stafford with 

an 81 floor and a 12% cap, based on the same Treasury 
Bill rate used currently for ShS and PLUS loans. 

* Convert all existing 8%/10% loans to fixed rate 
61 loans. 



This would minimise government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than jnder a flat 8% program. 
It would also miniaixe administrative error by lenders since 
we, and most others, already have variable rate programs we 
administer* (We do not have any windfall profits programs.) 



listed. 



profits provision 
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The Honorable William d. Ford 
Jon* 27, 1991 
Page IVo 



2, iaaum Ki8k sharing 

CWBtntB: Risk sharing already exists for landers in the 
doe diligence procedures currently required for 
the collection of student loans. Additional 
risk sharing would* 

* Licit student access, as lenders will minimise 
their high r is*/ low balance loan portfolio 
proportionately. 

* Result in diminished support to students attending 
moderate- to high-default schools, directly 
proportional to the stringency of the risk sharing 
requirements* 

1 continue to be required to meet performance standards set 
by sy institution. High-cost borrowers will be the first 
to be excluded fro© our portfolio if new risk sharing costs 
so require. 



3. laaue* Special Allowance Payments ( SAP) 
CpBfflCntfis SAP should remain unchanged. 

• Any reduction in SAP will decrease further the number 
of participating lenders, thus adversely affecting 
access to student loans* 

• A change in computing sap, if applied the first 
quarter of a calendar year to a 365-day basis, could 
save the Federal Government money (on a one-time 
basis) . 



4. lftfiuc? Simplification of Financial Aid 

Co fiua entft ? The financial aid process and administration continue 
to be very complex for students, parents, schools, 
and lenders* I recommend simplification in the 
following areas: 
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The Honorable William d. Ford 
June 27, 1991 
Page Three 



♦ Use only one need analysis calculation for ail 
Title IV programs. 

• Make Stafford loam available to middle-income 
students* 

• Reduce the number of deferments for all GSL programs 

to: 

1) in-school; for full-time students and 
degree-seeking students attending at least 
half time but less than full time and making 
satisfactory progress 

2) unemployment 

3) total temporary disability 

A) military; including acceptance of other 

documentation (e.g.* orders) as certification 

* Expand acceptable reasons (documentation* 
notification, and certification) for granting 
deferments le.g.* Student Status Confirmation 
Reports* school ietter r loan application* etc.). 

* Allow backdating of in-school deferments to the start 
of a school term but not more than 280 days* 



5. Issue; Flexibility in Collection Efforts 

Comments; I am very concerned about the present due diligence 

requirements. Their prescriptive nature makes no use 
of the experience and expertise of our staff in loan 
collections. There is no incentive to concentrate on 
collections; only a disincentive to stray from the 
prescribed guidelines. X suggest: 

* Define new measures that allow use of our collections 
expertise. 

* Define new measures that are flexible. 

* Allow cures for actions missed inadvertently. 
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The Honorable William D. ford 
June 27, 1991 
Page Four 



*• Jaaust Timely Regulations 

Comment a » I rtcoanend the following! 



* Require regulations to be created through 
a negotiated rulemaking process. 

* Require regulations to be issued in a timely manner 
that allows for proper system changes < including 
testing) and staff training. 



I am sure you understand my concern surrounding rumors of e direct 
loan program to replace the current Stafford program* While I have 
seen no proposal to consent on specifically, I feel the comments 
and suggestions I have made address many of the same issues that 
a direct loan program would intend to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
forth, I trust you will solicit input and suggestions frost the 
lending community. I commit to providing input on such a proposal. 

Then* you for your consideration and for your commitment to such 
an important piece of legislation. 




JHT/ple 



CC: The Honorable Paul Simon 

The Honorable Alan J. Dixon 
Th# Honorable Sidney ft. Yates 



i 



102 



UMVBBfTY 
BANK 



June 25, 1991 

The Honor able William D. Ford 

United States Houm of Representatives 

Washington, D.C. 20515-2215 

Congressman Ford: 

X would like to request the fol loving contents, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford student Loan Program held by the House 
SubcosD.it tee on Posts econdary Education. 

The comment* that follow address what X would currently consider to 
be the major Guaranteed Student Loan (CSL) issues of concern to my 
institution. Aa you consider changes and improvements to the 
Progress, please not* the concerns and suggestions X have listed. 

i- Issue z 8%/io% Stafford interest rate and associated wind- 
fall profit provision 

ro—anfr* t The 81/10% rate and, especially, the windfall 
profits provision, are both difficult to administer end 
difficult for borrowers to understand. X suggest: 

Eliminate the 81/10% Stafford an£ windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on ths same Treasury 
Sill rete used currently for Sts and PLUS loans. 
Convert ell existing 8%/10% loans to fixed rate 81 
loans* 

This would minimise government interest end special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program. It 
would also minimise administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer. (We do not hsve any windfall profit programs-) 

2. If sue; Risk Sharing 

coeeentes Risk sharing already exists for lenders in ths 
due diligence procedures currently required for the 
collection of student loans* additional risk sharing 
would: 

Limit etudent access as landers will minimise their 
high riek/low balance loan portfolio 
proportionately . 
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Result in diminished support to students attending 
soderete to high def suit schools , directly 
rsquTresente *° **** * trin9 * ncy of tim ri »* sharing 

L^l^Jf ta to l»rxors*nce stsnderds set by 

■y f«tit«tion. High cost horroeere will be the first to be 
Wire? ^ 1™**°"° ** rlsx shsring costs so 

3. Usjisx special Allowance Payments {sap) 
CfinsntsU SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
msitoex of participating lenders thus adversely 
effecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
tSe bemis) tll# f **** r111 Government money (on a one 

4. ifiaumi simplification of Financial Aid 

Cgimmnt l i TO* financial aid process and administration 
continues to be very complex for students, parents, 
schools mud lenders. I recommend simplification in the 
following areas; 

Use only one need analysis celculetion for all 

Title IV programs* 

Make Stafford loans aval labia to middle income 
students. 

Reduce the number of deferments for all csl 
programs to: 

1) in-school; for full time students and degree 
seeming students attending at least half time 
hut less than full time and making 
satisfactory progress 

2) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation fe.g,, orders) em certification 

Expand acceptable reasons ( documental ion , 
notification and certification) for granting 
deferments, (e.g., Student status Confirmation 
Reports, school letter, loan application, etc*) 
Allow backdating of in-school deferments to the 
start of s school tern but not mors than 180 days. 

5. Imaumi Flexibility in Collection Efforts 

gM y fJlt a r I mm very concerned about the present due 
diligence requirements* Their prescriptivs nature makes 
no use of the experience and expertise of our etef f in 
loan collections. There ie no incentive to concentrate 
on collections? only s disincentive to stray from the 
prescribed guidelines. I suggest: 

Define new measures that si low use of our 

collections expertise. 
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Defina new measures that are flexible. 

Allow cures for actions missed inadvertently. 

6. X&aufii Timely Regulations 

5 n —'lllt*I I recommend the following: 

Require regulation* to be created through a 
negotiated rulemaking procese. 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing) and staff training. 

2 am sure you understand ay concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, X feel the comments 
and suggestions X have made address many of the same issues a 
direct loan program would intend to address , such am reduced costs 
and program simplification. Should a specific proposal be put 
forth, Z trust you will solicit input and suggestions from the 
lending community. I commit to providing input on such a proposal . 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 




Vice Preaideot 
KBS/ej* 
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June 2h, 1991 



The Honorable William D. Ford 

United States House of Representatives 

Washington, D.C. 20515-2215 

Congressman ford: 

L^K^.iV^ tC L request t " e fol lowi nq cDMents, concerning 
IS t^ tlOB ♦ t ^ Hiqh8r Educati °» Act of 1965, be accepted 
and entered as part of the recoid associated with the June 19* 1991 

sZZrtZli??.» h * f a "° rd f**"* Progra„ held by the House 

Subcommittee on Postsecondary Education. 

TOe comments that follow address what I would currently consider to 
™i° r 6»aranteed student Loan (CSL) issues 01 concern to my 
institution. as you consider changes and improvements to the 
Programs, please note the concerns and suggestions 1 have listed, 

* - laaufti 81/10% Stafford interest rate and associated wind- 
fall profit provision 

CQ M Benta; The 81/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. I suggest: 

Eliminate the 81/10* Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an B\ floor ani lit cap, based on the same Treasury 
Bill rate used currently for SLS and Pi-US loans. 
Convert all existing 8% /lot loans to fixed rate 8% 
loans. 

This would minimize government intarest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than undev a flat 81 program, it 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer. (We do not have any windfall profit programs.) 

ISfiUfil KisX sharing 

CPflWnU;. Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional ri*X sharino 
would: 

Limit student access as lenders will minimize their 
high risx/low balance loan portfolio 
proportionately . 

BmmMsJMl 
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Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk sharing 
requirements. 

X continue to be required to meet performance standards set by 
my institution. High cost borrowers will be the first to be 
excluded from our portfolio if new risk sharing costs so 
require. 

3. iasufii special Allowance Payments (SAP) 
flftfflBflntP - SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year , to a 365 day basis 
could save the federal Government money (on a one 
time basis). 

4. lasjifii simplification of Financial Aid 

c omments: The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders, l recommend simplification in the 
following areas: 

Use only one need analysis calculation for al 1 

Title IV programs. 

Make Stafford loans avai lable to middle income 
students . 

Reduce the number of deferments for all G5L 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2) unemployment 

3) total temporary disability 

4} military; including acceptance of other 
documentation {e.g. , orders) as certification 
Expand acceptable reasons ( documentation , 
notif icatiun and certification) for granting 
def erments • { e . g . , student Status Conf i rmat i on 
Reports, school letter, loan application/ etc.) 
Allow backdating ot in-school deferments to the 
start of a school term but not more than 180 days. 

*>- IfifiUfii Flexibility in Collection Efforts 

Conaents ? 1 » B very concerned about t he present due 
diligence reguirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections? only a disincentive to stray from the 
prescribed guidelines. 1 suggest: 

Def i ne new measures that al I ow use of our 

collections expertise. 
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Define new Measures that are flexible. 

Allow cures for actions missed inadvertently . 



a- laaUIU Timely Regulations 

Cfl— antBJ l recosneixS the following: 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing) and staff training, 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While 1 have 
seen no proposal to comment on specifically, I feel the comments 
and suggestions 2 have made address many of the same issues a 
direct loan program would intend to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
forth, I trust you will solicit input and suggestions from the 
lending community. I commit to providing Input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely, /) 




teuiee E rick son 

Student Loen Coordinator 




cc: f*»ul Simon 



108 



ABNOLASALLM 



32^1 t*om Asttantf A^n je 

{317) h& 2VX} 

Frank L DwoJacJtJ 

Vtce PrviGem Ana 4fotage* 



June 27, 1991 



The Honorable William D. Ford 

United States House of Representatives 

Washington, D.C. 20515-2215 

Congressman Ford* 

I would like to request the following comments, 
concerning reauthorization of the Higher Education Act of 
1965, be accepted and entered as part of the record 
associated with the June 19, 1991 hearing on the Stafford 
Student Loan Program held by the House Subcommittee on 
Postsecondary Education. 

The comments that follow address what I would currently 
consider to be the major Guaranteed Student Loan (GSL) 
issues of concern to my institution. As you consider 
changes and improvements to the Programs , please note the 
concerns and suggestions 1 have listed. 

1. Issue 3 8%/ 10% Stafford interest rate and 
associated windfall profit provision 
Comments * The 8%/ 10% rate and, especially, the 
windfall profits provision, are both difficult 
to admlnster and difficult for borrowers to 
understand . I suggest % 

* Eliminate the 8%/10% rate and, especially, 
the windfall profits provision. 

* Replace it with a new variable rate 
Stafford with an 8% floor and 12% cap, 
based on the same Treasury Bill rate used 
currently for SLS and PLUS loans. 

* Convert all existing 8%/10% loans to fixed 
rate 8% loans. 

This would minimise government interest and special 
allowance payments, while maintaining the concept of the 
borrower paying a larger portion of interest than under 
a flat 6% program. It would also minimize administrative 
error by lenders since we, and most others, already have 
variable rate programs we administer* (We do not have 
any windfall profit programs.) 
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2. ISfiMfii Risk Sharing 

Comment g : Risk sharing already exists for 
landers in the due diligence procedures 
currently required for the collection of student 
loans. Additional risk sharing would j 

* Limit student access as lenders will 
minimize their high risk/low balance loan 
portfolio proportionately. 

* Result in diminished support to students 
attending moderate to high default 
schools, directly proportional to the 
stringency of the risk sharing 
requirements, 

I continue to be required to meet performance standards 
set by my institution. High cost borrowers will be the 
first to be excluded from our portfolio if new risk 
sharing costs so require. 

3- Issue t Special Allowance Payments (SAP) 
Coflaoents t SAP should remain unchanged. 

* Any reduction in SAP will decrease further 
the number of participating lenders thus 
adversely affecting access to student 
loans 

* A change in computing SAP, if applied the 
first quarter of a calendar year, to a 
365 day bas i s cou Id save the Pedera 1 
Government money (on a one time basis) , 

issue* Simplification of Financial Aid 
Comments t The financial aid process and 
administration continues to be very complex 
for students, parents, schools and lenders. I 
recommend simplification in the following 
areas i 

Use only one need analysis calculation for all 
Title IV programs. 

Make Stafford loans available to middle income 
students , 

Reduce the number of deferments for all 
GSL programs tot 

1 ) in-school; for ful 1 time students and 
degree seeking students attending at 
least half time but less than full time 
and making satisfactory progress 

2 ) unemployment 

3) total temporary disability 

4) military; including acceptance of 
other documentation (e.g., orders) 
as certification. 
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Expand acceptable reasons {documentation, 
notification and certification) for 
granting deferment b. (e.g.. Student 
Status Confirmation Reports, school 
letter, loan application, etc.)* 
Allow backdating of in-echool deferments 
to the start of a school term but not more 
than 180 days* 



5. Issue t Flexibility in Collection Efforts 

Comments i I am very concerned about the present 
due diligence requirements . Their prescriptive 
nature stakes no use of the experience and 
expertise of our staff in loan collections. 
There is no incentive to concentrate on 
collections? only a disincentive to stray from 
the prescribed guidelines. X suggest! 



Define new measures that allow more use of 
our collection expertise. 
Define new measures that are flexible. 
Allow cures for actions missed 
inadvertent ly . 



6* Issue * Timely Regulations 

Comment 84 X recommend the following! 

* Require regulations to be created through 
a negotiated rulemaking process. 

* Require regulations to be issued in a 
timely manner that allows for proper 
system changes (including testing) and 
staff training. 

I am sure you understand my concern surrounding rumors 
of a direct loan program to replace the current Stafford 
program. While X have seen no proposal to comment on 
specifically, X feel the comments and suggestions X have 
made address many of the same issues a direct loan 
program would intend to address, such as reduced costs 
and program s implication. Should a specific proposal be 
put forth, X trust you will solicit input and suggestions 
from the lending community. X commit to providing input 
on such a proposal. 

Thank you for you consideration and for your commitment 
to such anu important piece of legislation. 




Vies President 

installment Loan Department 



Copy j Jock NacMorran 
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June 25, 1991 

The Honorable William D, Ford 

United States House of Representatives 

Washington, D.c. 20515-2215 

Congressman Ford: 

I would like to request the following comments, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford Student Loan Program held by the House 
Subcommittee on Postsecondary Education. 

The comments that follow address what I would currently consider to 
be the major Guaranteed student Loan i GSL) issues of concern to my 
institution. As you consider changes and improvements to the 
Programs, please note the concerns and suggestions I have listed. 

1* l&SUfiJ. 8%/lo% Stafford interest rate and associated wind- 
fall profit provision 

Comments: The B%/10% rate and, especially, the windfall 
profits provision, axe both difficult to administer and 
difficult for borrowers to understand. I suggest: 

Eliminate the 81/10% Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 121 cap, based on the same Treasury 
Bill rate used currently for SLS and plus loans. 
Convert all existing 8%/lD% loans to fixed rate 8% 
loans . 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program. It 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer. (We do not have any windfall profit programs.) 

?. Issue; Risk Sharing 

C omments; Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 
would: 

Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
pr oport i ona t e 1 y , 



o 2 ! 



ERIC 



112 



Result in diminished support to students attending 
moderate to high default schools, dirsctly 
proportional to the stringency of the risk sharing 
requirements. 

I continue to be required to seat performance standards set by 
my institution. High cost borrowers will be the first to be 
excluded f roe our portfolio if new risk sharing costs so 
require. 

3. Issue; Special Allowance Payments (SAP) 
CfiMMPtftj SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money (on a one 
time basis) . 

4« Xa&Ufil Simplification of Financial Aid 

Comrantai The financial aid process and administration 
continues to be very complex tor students, parents, 
schools and lenders. I recommend si&plif ication in the 
following areas: 

Use only one need analysis calculation for all 

Title ZV programs. 

Make Stafford loam* available to middle income 
students . 

Reduce the number of deferments for all G5L 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least half tioe 
but less than full time and making 
satisfactory progress 

2 ) unemployment 

3) total temporary disability 

4} ni ) itary ; including acceptance of other 
documentation (e.g., orders) as certification 
Expand acceptable reasons ( documentation , 
notification and certification) for granting 
deferments, (e.g. , Student status Confirmation 
Reports, school letter , loan application, etc.) 
Allow backdating of in~school deferments to the 
start of a school tarm but not more than 180 days. 

&* XSfill&i Flexibility in Collection Efforts 

comments ; I as very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines. I suggest; 

• Define new Measures that allow use of our 
collections expertise. 
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Define new msiutm that are flexible. 

Allow cures for action* missed inadvertently. 



6. XfiflUai Tiaely Regulations 

Cfl—Ptftl X recommend the following; 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper systea changes (including 
testing) and staff training. 

I an sure you understand ay concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made address many of the same issues a 
direct loan program would intend to address, such as reduced costs 
and prograa simplification. should a specific proposal be put 
forth , I trust you will solicit input and suggestions from the 
lending community. I commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely, 




cc: Honorable Paul Simon 




ERIC 



114 




June 25. 1991 

The Honorable Will tan D. Ford 

United States House of Represent*! Ives 

Washington, D.C. 20515-2215 

Congressman Ford: 

1 would like to request the following comments, concerning reauthorization 
of the Higher Education Act of 1965, be accepted and entered as part of the 
record association with the June 19, 1991, hearing on the Stafford Student 
Loan Program held by the House Subcommittee on Fostsecondary Education, 

The comments that follow address what I would currently consider to he the 
major Guaranteed Student Loan (GSL) issues of concern to my institution. 
As you consider changes and improvements tu the Programs i please note the 
concerns and suggestions I have listed. 

1. Issue: 8X/10X Stafford interest rate and associated windfall 
profit provision. 

Co mments: The 8X/1QX rate and, especially, the windfall profits 
provision, are both difficult to administer and difficult for 
borrowers to understand. 1 suggest: 

Eliminate the 8X/10X Stafford and windfall profits provision. 

Replace it with a new variable rate Stafford with an 8X floor 

and 12X cap, based on same Treasury Bill rate used currently 

for SLS and PLUS loans* 

Convert all existing 8X/10X loans to fixed rate 8X loans. 

This would minimize government interest and special allowance payment s, 
while maintaining the concept of the borrower paying a larger portion of 
interest than under a flat 8X program. It would also minimize adminiHtrs- 
tlve error by lenders since we, and most others, ill ready have variable 
rate programs we administer. <We do not have any windfall profit programs,) 

2' Issue : Risk Sharing 

Commen ts: Risk sharing already exists for lenders in the due 
diligence procedures currently required for the collection of 
student loans. Additional risk sharing would: 

Limit student access as lenders will minimize their high 
risk/low balance loan portfolio proportionately. 
Result in diminished support to students attending moderate 
to high default school*, dlteciiv proportional to the 
stringency of the risk sharing requirements . 

1 continue to be required to meet performance standards set by my 
institution. High cost borowers will be the first to be excluded from 
our portfolio if new risk sharing costs so require. 

33 S Fourth St * P«*»n. Moots 61554 » (309) 347-1 131 
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3. Issue: Special Allowance Payments (SAP) 
Comments; SAP should remain unchanged. 

Any reduction in SAP will decrease further the number of 
participating lenders thus adversely affecting access to 
student loans. 

A change in computing SAP, if applied the first quarter of 
a calendar year* to a 365 day basis could save the Federal 
Government money ton a one time basis). 

4- i ssue : Simplification of Financial Aid 

fo ments: The financial aid process and administration continues 
to be very complex for students, parents, schools and lenders. 
1 recommend simplification in the following areas: 

Use only one need analysis calculation for all Title JV 

programs . 

Make Stafford loans available to middle income students. 

deduce the number of deferments for all GSl. prngrams t«: 
i n— sehon 1 ; for full t {me student s and degree seek! ng 
students attending at least half time, hut less than 
full time and making sat iftfartnrv progress 

\ 7} unemployment 

O) total temporary disability 

military; including acceptance nf other documentation 
te*g. t orders} as certification 

Fxpaud acceptable reasons <document.it ion. notification and 

i ert if icat ion) J or granting deferments. le.g.. Student 

Status Con! irmat Jon Reports, school letter, loan application, 

etc. ) 

Allow backdating of in- school deferments to the start of a 
school term, but not more than 180 da vs. 

S. ***s»e: flexibility in Collection Ft torts 

comments: 1 am very concerned about the present due diligetue 
jequirements. Their prescriptive nature makes no use of the ex- 
perience and expertise of our stJft in loan collections. There is 
no incentive to concentrate on collections; only a deslucelltive 
to strav from the preNcribed guidelines. 1 suggest: 

Pefitie new measures that allow use of our collections expertise* 

Define new measures that are flexible. 

Allow cures for actions missed inadvertent tv 

b. Issue: Tiraelv Regulations 

Comments: \ recommend the following: 

Kequire regulations to be created through a negotiated rule- 
making process. 

Require regulations to be ussued in a tiraelv manner that allows 
for proper system changes (including testing) and staff training. 

I am sure you understand mv concern surrounding rumors of a direct loan program 
to replace the current Stafford program. While I have seen no proposal to com- 
ment on specifically, 1 feel the comments and suggestions 1 have made address 
many ot the same issues a direct loan program would intend to address, such as 
reduced costs and program simplification. Should a specific proposal be put 
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forth. I trust you wilt solicit input and auggestione fro* the landing 
community. I comsit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 



Sincerely, ^ » ^ f } 




Student Loan Officer 



cc: The Honorable Paul Sison 
United States Senate 
Washington, D.C. 20510-1102 



cc: The Honorable Robert H. Michel 
House of Representatives 
2112 Rayburn Mouae Office Building 
Washington, D.C. 2051W215 



HAL: jd 
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June 1991 

The Honorable William D. lord 

United states House of Kppresentat i vcs 

Washington, D.c. :oMV??|»j 

Conqresswan ford: 

I would like to request the following comments, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19, 199) 
hearing on the Stafford student Loan Proqram held by the House 
Subcommittee on Post secondary Education. 

The comments that follow address what J would currently consider to 
be the ma ior Guaranteed student Loan (GSL) issues of concern to my 
institution. As you consider changes and improvements to the 
programs, please note the concerns and suggestions I have listed. 

2. Issue; 81/10* Stafford interest rate and associated wind- 
fall profit provision 

ComnentSl The B%/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. 1 sugqest: 

Eliminate the 8%/10t Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an B\ floor and 12% cap, based on the same Treasury 
Bill rate used currently for SLS and plus loans, 
convert all existing 8%/i0* loans to fixed rate at 
loans . 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower payinq 
a larger portion of interest than under a flat B% proqram. it 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer. (We do not have any windfall profit programs.) 

2' IsjiUCJ Risk Sharing 

CQlQiaentSl FisK sharing already exists for lendprs in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharinq 
would: 

Limit student access as lenders win minimi 7*> their 
high risk /low balance loan portf ol 10 
proportionately. 
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Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk sharing 
requirements. 

1 continue tti tx* required to iwrt performance standard.*-, set by 
my institution. Hiqh cost borrowers will be the first to be 
excluded frore our portfolio if new risk sharing costs so 
require. 

^ . ISSUSi Special Allowance Payments (SAP) 
CQfiinents; SAP should remain unchanged. 

Any reduct ion in SAP will decrease f ur ther the 
number of participating lenders thus adversely 
affecting access to student loans 

A chnnqe in computing SAP, if appl ied the f irst 
quarter of a calendar year , to a 36S day basis 
could save the federal Government money ( on a one 
time? basis). 

*• Issue ; Simplification of Financial Aid 

CpjamsntSi The financial aid process and administration 
cont i nupK to be very compl ex f or students , parents , 
schools and lenders. 1 recommend simplification in the 
following areas: 

Use only one need analysis calculation for all 

Title IV programs. 

Hake Stafford loans available to viddle income 
students. 

Reduce the number of deferments for all G5L 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least halt time 
but less than full time and making 
satisfactory progress 

2 ) unemployment 

i) total temporary disability 

4) military; including acceptance of other 
documentation (e.g., orders) as certification 
Expand acceptable reasons (documentation, 
not i f icat i on and cert i f icat ion ) for grant i ng 
deferments, {e.g.. Student status Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in-scnool deferments to the 
start of a school term but not more than 180 days. 

5- Issue; Flexibility in Collection Efforts 

CQBj&Bts £ 1 am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines. I suggest: 

Define new measures that allow use of our 

collections expertise. 
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Define new measures that are flexible* 

Allow cures for actions pissed inadvertently. 



iS.Stte; Timely Regulations 

Comments; I recommend the followioq: 

Require regulations to be created throuqh a 

negotiated rulemaking proce*;**. . 

Require regulations to be issued in a timely manner 
that allows for proper system changes (includinq 
testinq) and staff training, 

I am sure you understand my concern surrounding ruwors of a direct 
loan program to replace the current Stafford program. While I have 
scon no proposal to comment on specifically, 1 feel the comments 
and suqqestions I have made address isany of the same issues a 
direct loan proqram would intpnd to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
forth, 1 trust you will solicit input and suggestions from the 
lending community, 1 commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincere! y , 



( I '• J I - 1 [' M If ..4. }# - f 
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June 21, 1991 



The Honorable William p. Ford 

United States House of Representatives 

Washington, D.C. 20M5-2215 

Congressman Ford: 

I would like to request the following comments, 
concerning reauthorization of the Higher Education Act 
of 1965, be accepted and entered as part of the record 
associated with the June 19, 1991 hearing on the 
Stafford Student Loan Program held by the House 
Subcommittee on Post secondary Education. 

The comments that follow address what I would currently 
consider to be the major Guaranteed Student Loan (GSL) 
issues of concern to my institution. As you consider 
changes and improvements to the Programs, please note 
the concerns and suggestions 2 have listed. 



'.•>«¥ ■. >» 
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1. Issue: 81/101 Stafford interest rate ar.d n\ ^«.o* 

associated windfall profit provision 

Comments: The 8%/lOt rate and, especially, the wdtotkni 
windfall profits provision, are both difficult offflWDU* 
to administer and difficult for borrowers to *' 
understand. J suggest: V" 

Eliffinate the et/101 Stafford and windfall 

profits provision. 

Replace it with a new variable rate Stafford 
with an 8% floor and 12% cap, based on the 
same Treasury Bill rote used currently for 
SLS and PLUS loans. 

Convert all existing 8t/l0% loans to fixed 
rate 8% loans. 



This would minimize government interest and special 
allowance payments, while maintaining the concept of 
the borrower paying a larger portion of interest than 
under a fist 81 program. It would also minimize 
administrative error by lenders since we, and most 
others, already have variable rate programs we 
administer. {We do not have any windfall profit 
programs, ) 



121 



2. Issue: Risk Sharing 

Comments: Risk sharing already exists for lenders 
in the due diligence procedures currently required 
for the collection of student leans. Additional 
risk sharing would: 

Limit student access as lenders will 
minimize their high risk/low balance loan 
portfolio proportionate!/. 
Result in diminished support to students 
attending moderate to high default schools, 
directly proportional to the stringency of 
the risk sharing requirements. 
I continue to be required to meet performance standards 
set by my institution. High cost borrowers will be the 
first to be excluded from our portfolio if new risk 
sharing costs so require. 

Issue: Special Allowance Payments (SAP) 
Comments: SAP should remain unchanged. 

Any reduction in SAP will decrease further 
the number of participating lenders thus 
adversely affecting access to student loans 
A change in computing SAP, if applied the 
first quarter of a calander year, to a 
365 day basis could save the Federal 
Government money (on a one time basis) . 

4. Issue: simplification of Financial Aid 
Comments: The financial aid process and 
administration continues to be very complex for 
students, parents, schools and lenders* I 
recommend simplication in the following areas: 
Use only one need analysis calculation for 
all Title IV program* 

Make Stafford loans available to middle 
income students. 

Reduce the number of deferments for ail GSI, 
programs to: 

1) in-school; for full time students and 
degree seeking students attending at 
least half time but less than full 
time and making satisfactory progress 

2 ) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e.g., orders) as 
certification 

Expand acceptable reasons {documentation, 
notification and certification) for 
granting deferments. {e.g., Student status 
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Confirmation Reports, school letters, loan 
appl icat ion , etc . ) 

Allow bacKdating of in-school deferments to 
the start of a school term but not more than 
180 days. 

issue: Flexibility in collection Efforts 
Comments: I a® very concerned about the present 
due diligence requirements. Their prescriptive 
nature makes no use of the experience and 
expertise of our staff in loan collections. 
There is no incentive to concentrate on 
collections; only a disincentive to stray from 
the prescribed guidelines, I suggest: 

Define new measures that allow use of our 

collections expertise* 

Define now measures that are flexible. 

Allow cures for actions missed 

inadvertently. 

6. Issue: Timely Regulations 

Comments: I recommend the following: 

Require regulations to be creates? through a 
negotiated rulemaking process. 
Require regulations to be issued in a 
timely manner that allows for proper system 
changes (including testing) and staff 
training. 

1 am sure you understand my concern surrounding rumors 
of a direct loan program to replace the current 
Stafford program. While I have seen no proposal to 
comment on specifically, 1 feel the comments and 
suggestions I have made address many of the same issues 
a direct loan program would intend to address , such as 
reduced costs and program simplification. Should a 
specific proposal bo put forth, I trust you will 
sol :*t input and suggestions from the lending 
community. I commit to providing input on such a 
proposal . 

Thank you for your consideration and for your 
rommitment to such an important piece of legislation. 

S incerely , 

V < v * i* i V 

Stephen C. Conti 
Assistant vice President 

cc: Honorable Paul Simon, United States Senate, 
Washington, D.C. 20510-1302 
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June 25, 1991 



The Honorable William d. Ford 

United States House of Representatives 

Washington, d,c. 20515-2215 

Congressman Ford: 

I would liXe to request the following comments, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19, 
1991 hearing on the Stafford Student Loan program held by the 
House subcommittee on Post secondary Education. 

The comments that follow address what I would currently consider 
to be the major Guaranteed Student Loan (GSL) issues of concern 
to my institution. As you consider changes and improvements to 
the Programs, please note the concerns and suggestions T have 
listed. 



lr Iss " e: _ 8%/ 10% Stafford interest rate and associated 
wind fall profit provision 

Comments; The 8%/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand, I suggest: 

Eliminate the B%/10t Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on the same 
Treasury Bill rate used currently for SLS and PLUS 
loans. 

convert all existing 8%/10% loans to fixed rate 8% 
loans. 

This would minimize government interest and special 
allowance payments, while maintaining the concept of the 
borrower paying a larger portion of interest than under a 
flat 8t program. It would also minimize administrative 
error by lenders since we, and most others, already have 
variable rate programs we administer. {We do not have any 
windfall profit programs.) 
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2. lasuos Risk Sharing 

Cogente* Risk sharing already •xi»t» for lenders in 
due diligence procedures currently required for the 
collection of student loan*. Additional risk sharing 

^ ld Limit student acceae aa lendera will minimise 
their high risk/ low balance loan portfolio 

j^^^in^Siniahad support to students attending 
moderate to high default achoola, directly 
proportional to the stringency of the risk aharing 
requirements- ^ , ^ 

I continue to be required to aeet performance standards set 
by ay institution. High coat borrowers will be the first 
to be excluded from our portfolio if new rlsX sharing costs 
so require. 

3. issue: Special Allowance Payments (SAP) 
Coasents: SAP should remain unchanged- 

Xiw" reduction in SAP will decresae further the 

number of participating landers thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day oasis 
could save the Federal Government money (on a one 
time basis} 

4. Issue: Simplification of Financial Aid 

Common ta: The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders. I recommend simplification in the 
following areas* 

Use only one need analysis calculation for all 

Title XV programs. 

Make Stafford loans available to middle income 
students. ^ , , _ 

Reduce the number of deferments for all GSh 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 
unemployment 

total temporary disability 
4) military; including acceptance of other 
documentation (e.g. , orders) as certification 
Expand acceptable reasons (documentation, 
notification and certification) for or anting 
deferments, (e.g., Student Status for Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not more than 180 days. 
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5. Issues Flexibility in collection Effort* 

comments r I am wy concerned about the present due 
diligence requirements. Their prescriptive nature 
mates no use of the experience and expertise of our 
staff in loan collection*. There la no incentive to 
concentrate on collection*; only a disincentive to 
stray fro* the prescribed guidelines. X suggests 

Define new measure* that allow use of our 

collections expertise. 

Define new measure* that are flexible. 

allow cure* fur actions missed inadvertently. 

6. Issue: Timely Regulations 
Comment*: I recommend the following: 

- Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely 
manner t thst allows for proper system changes 
{including testing} and staff training. 

I am sure you understand ay concern surrounding rumors of a 
direct loan program to replace the current Stafford program, 
while l have seen no proposal to comment on specifically, X feel 
the comments and suggestions I have made address many of the same 
issues a direct loan program would intend to address, such es 
reduced costs and program simplification. should a specific 
proposal be put forth, I trust you will solicit input and 
suggestions from the lending community. X commit to providing 
input on such a proposal. 

Thank you for your consideration and for your commitment to such 
an important piece of legislation. 



Since; 




ivfd h. Curtis 
President 



cc: Congressman John Pc/rtrr 
Senator Paul Si son 
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OKLAND1& 

«6t2W 14>U STREET « ORiANO H 0*39 

{708) 3*98500 

June 25, 1991 

The Honorable Mil lias D. Ford 
United States House of Representatives 
Washington, d.c. 20515-2215 

Congressman Ford: 

I would like to request the following comments, concerning 
reauthorization of the Higher Education Act of 1966, be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford Student Loan Program held by the House 
Subcommittee on Postsecondary Education. 

The comments that follow address what I would currently consider to 
be the major Guaranteed student Loan (GSL) issues of concern to my 
institution. As you consider changes and improvements to the 
Programs, please note the concerns and suggestions I have listed* 

1- l&suai 81/10% Stafford interest rate and associated wind- 
fall profit provision 

conaontig i The 81/10% rata and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. 1 suggest: 

Eliminate the 81/10% Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on the same Treasury 
Bill rate used currently for SIS and PLUS loans . 
Convert all existing 8%/10% loans to fixed rate fi% 
loans . 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 6% program. It 
would also minis! 2e administrative error by lenders since we, 
and sost others, already have variable rate programs we 
administer. (We do not have any windfall profit programs.) 

2* laausj Risk Sharing 

pontmentfi . Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 
would: 

Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
proportionately. 
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Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk sharing 
requirements . 

I continue to be required to meet performance standards set by 
my institution* High cost borrowers will be the first to be 
excluded from our portfolio if new risk sharing costs so 
require. 

3. ^sqy e: Special Allowance Payments (SAP) 
consents • SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money (on a one 
time basis). 

4. ISOUA1 Simplification of Financial Aid 

comments! The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders. Z recommend simplification in the 
following areas: 

Use only one need analysis calculation for all 

Title IV programs* 

Make Stafford loans available to middle income 
students* 

Reduce the number of deferments for all CSL 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2 ) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e«g. , orders) as certification 

Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments* (e.g., student Statue confirmation 
Reports, school letter, loan application, etc*) 
Allow backdating of in-school deferments to the 
start of a school term but not more than iso days* 

5. Ififiilfil Flexibility in Collection Efforts 

conronti! i am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collect ions. There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines. Z suggest: 

Define new measures that allow use of our 

collections expertise. 
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D«f in* new saaiurta that are flexible. 

Allow cure* for actions missed inadvertently* 



6, laauej Timely Regulations 

gonttntfli x recommend the following; 

Require regulations to be created through a 
negotiated rulemaking process* 

Require regulations to be issued in a timely manner 
that allows for proper eystea changes (including 
testing) and staff training. 

I am sure you understand ay concern surrounding rumors of a direct 
loan program to replace the current Stafford program. Whi le! h ave 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made address many of the same issues a 
direct loan program would intend to address, such am reduced costs 
and program simplification. Should a specific proposal be put 
forth, I trust you will solicit input and suggestions from the 
lending community. I commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation* 

sincerely 




June ffeter 
Student loan Officer 
Orland State Bank 
708-349-8500 X 266 
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June 25, 1991 



The Honorable William D. Ford 

United States House of Representatives 

Washington. D.C. 20515-2215 

Congressman Ford: 

1 would like to request the following consents, concerning reauthorization 
of the Higher Education Act of 19$5. be accepted and entered as part of the 
record associated with the June 19, 1991 hearing on the Stafford Student 
Loan Program held by the House Subcommittee on Post secondary Education. 

The comments that follow address what 1 would currently consider to be 
the major Guaranteed Student Loan (GSL) issues of concern to sy institution. 
As you consider changes and improvements to the Programs , please note the 
concerns and suggestions I have listed. 

Issue: 8X/10X Stafford interest rate and associated windfall 
profit provision 

Comments; The 8X/10X rate and, especially, the windfall profits 
provision, are both difficult to administer and difficult for 
borrowers to understand. 1 suggest: 

Eliminate the 8X/10X Stafford and windfall profits provision. 

Replace it with a new variable rate Stafford with an 8Z floor 

and 12X cap, based on the same Treasury Bill rate used 

currently for SLS and PLUS loans. 

Convert all existing 8X/1D* loans to fixed rate 8% loans* 

This would minimize government Interest and special allowance payments, 
while maintaining the concept of the borrower paying a larger portion 
of interest than under a flat 8X program. It would also minimize 
administrative error by lenders since we, snd most others, already 
have variable rate programs we administer. (We do not have any 
windfall profit programs.) 

2. Issue; Risk Sharing 

Comments: Risk sharing already exists for lenders in the due 
diligence procedures currently required for the collection of 
student loans* Additional risk sharing would: 

Limit student access as lenders will minimize their high 
risk/low balance loan portfolio proportionately. 
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Result in diminished support to students attending moderate 

tn high default schools, directly proportional to the stringency 

of the risk sharing requirements. 

! continue to be required tn meet perf nrmance standards set by my 
institution. High tout borrow™ will be the first to be excluded 
from our portfolio if new risk sharing coats so require, 

3. l/asue: Special Allowance Payment » (SAP) 
Comments; SAP should regain unchanged, 

Any reduction in SAF will de*. rease iurther the nunber oJ 
participating lenders thus adversely al fee ting access to 
student loans* 

A ch.inge in mm put iug SAP, ii applied the J irst quarter ol 
a raiendar year, to a dav basis could save the Federal 
Covernment money (un a one time basis) . 

issue: Simplification of Financial Aid 

Comment s: The financial aid process iind administration continues 
Co be verv complex i or student n, parents, sthoolb anc. lenders- I 
recommend simplification in the following areas; 

i se only i»ne need analysis calculation lor all Title IV 

pr ograms . 

Make Stafford loans Available fo middle income students. 
Kedute the number ol deferments i of all uSl programs to: 
1) in- school; for lull time students and degree seeking 

students attending at least halt time but le >s than 

lull time and making sat i s \ art orv progress 
* unemplovmeni. 

total t empor.it v disability 
-> military; including acceptance of other do* utnetttat ion 

U'.gp, iU ders) as certification 
Expand accept Able reasons t dncuut n: at ion T notification and 
certification) fur granting deteiromts. te.g,, Student Status 
Conf i rmat ion Reports, school letter, loan application, etc.) 
Ailov backdating ol in-sthool determents t»* the start til a 
■i.-h'vol tt'1'71 but lot mnn' X\i,M\ 3 811 da , 

S - L* S 2L*\ : Flexibility in Collection Efforts 

Comment s i; 1 am very concerned about the present due di 1 igeuce 
requirements. Their prescriptive nature makes nn u«.« ol the 
experience and expertise ol our stall in loan collections. There 
is no incentive to concentrate on collect ions; *nlv a disincentive 
to stray fr<>m the prescribed guidelines. L suggest: 

l>eiine new measures that allow use of our collections 

expert ise . 

Define new measures that are f iex i hle» 

Allow cures for actions missed inadvertently. 
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t>. Issuer Timely Regulations 

Comments: I recommend the following; 

Require regulations to b* created through a negotiated 
rulemaking process. 

Require regulations to be issuad in a timely gunner that 
allow* tar proper system changes (including testing) and 
stafi training. 

I am sure you understand ay concern surrounding rumor* of a direct loan 
program to replace the current Stafford program. While I have seen no 
proposal to cogent nn specifically, I feel the counts and suggestion, 

have made add.ess ,1 .1,. ^ aL > issues a direct ha„ program would 

intend to address, *uch as reduced co«ts and program simplification. 
Should a speciitr proposal be put torth. 1 crust you will solicit input 
and suggestions from the lending community. 1 commit to providing input 
on such a proposal. * 1 

Thank you for vouf < on* i«Vrat ion and for your roimitment to such an 
important piei.e ol leglsl.it ion. 

Sincerely, 

t !hrne Par res 
Vice President 



JPA 



Honorable Paul Sjroon 
t'nited States Ken.it*> 
Washington, P.f. „'OMl>-HOJ 
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June 2b, 1V91 

i'ftrt Honorable William D - Kord 
United States House of Represents wer, 
Washington, D.C. JObl^-^lb 

Congressman Ford: 

j would like to request the following comments, concerning 
reauthorization ->f the Higher figuration Art of l'^5, be accepted 
and entered as part of the record associated with the June 1**, 1^91 
ftearing on the Stafford Student Loan Proqram held by the House 
Subcommittee on Postsecondary Education, 

The comments that follow address what I would currently consider to 
i>e the maior Guaranteed student Loan \r,$l.) issues of conrem to my 
institution. As you rnnsider changes and improvements to th*> 
j'rngraros, pirate note the concerns and suggestions 1 h«ive listed. 

1. Issue.; B%/XO% Stafford interrst rate and associated wind- 
fall profit provision 

Cv-mnents; The 81/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. I suqgest: 

Eliminate the B%/10% Stafford and windfall profits 

provision. 

Keplace it with a new variable rate Stafford with 
an $% floor and 12* cap, based on the same Treasury 
Bill rate used currently for 5LS and PLUS loans. 
Convert all existing 81/101 loans to fixed rate 8* 

loans. 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program. It 
would also minimirc administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer- (We do not have any windfall profit programs. 1 

2. Issue i Risk Sharing 

CgjMOents; Kisk sharing already exists for lenders in tne 
due diligence procedures currently required for the 
collection of student loans. Additional risK sharing 
would: 

Limit student access as lenders will minimize their 
high risK/low balance loan portfolio 
proper t lonately - 
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requite. 

i IsauOi Special Allowance Payments (SAP) 

STn further the 

tiis© basis)- 

,. usufii Si.pU«i«tion ot Financial M« adminj !lt rat >on 
CfiSBSBtSJ 5^%^^ conPleK for stents, parents, 

^"^e'onlTU need analysis calculate for all 
. ^it-^Toan, -allanU, to ~ 
. EESTtt. nunber of defeats for ail OSt 
proqrans to: students and degree 

satisfactory progress 
2 ) unewployntent 

d efer r nt« («.g ; . Student /"tus^C ^ 
Reports ^.^^""Vnischool deferments to the 
* oTJtSS SnJ l^St »ore than 180 days. 

"^V^Y^'Very T 
CBHEBatSl 1 »» c 4/ ir prescriptive nature »aXes 

ST SSSSSET on^Tdteineenir Astray fro* the 

prescribed guidelines. 1 * U W?»* : aUow use pi our 
Define new measures that aJiov 
collections expertise, 
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Define new aeasures that are flexible. 

Allow cures t or actions missed inadvertently . 

h ' ISSUfti Tiaely Regulations 

CfiOBfintsi I recosuaend the following; 

Require regulations to be created through a 

negotiated rulemaJcing process, qn * 
Require regulations to be issued in a timely „ a nner 

that allows for proper systsis chanqes Hncludina 

testing) and staff training. 1 fllnq 

J *® Suro y° u understand rsy concern surroundina tuisors of * ♦ 
loan program to replace the current Stafford t proqr? S Wn !le I have 
seen no proposal to comment on specifically: i feci the coi^t! 
and suggestions X have made address many of tne f«^f 

Jsa. us=.r .-si. j? j^iar, - / t ~ : «3ir 

Sincerely, _^ . , 
Hona Thuraan 

Student l.p»n R*-pr*-*.<«nr «f iv*- 
Fitnt «f America B*nk - lUltiol*. H.A 

*Xi Hnnrr«bl«' p« u l Sii*»n 
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FIRST NATIONAL BANK 
OF MORTON GROVE 



6201 DEMPSTER STREET - MORTON GROVE. ILUNOlS6Qtf>3 
TELEPHONE (31?) 965-4400 



June 24, 1991 



Ihe Honorable Willi m D. Ford 

United States House of RepTesentat ives 

Washington, D.C. 2015*2215 

Congressman rord: 

I would like to request the following comments, concerning reauthorization 
of the Higher Education Act of 1*65, be accepted and entered as part of 
the record associated with the June J 9, 1991 hearing on the Stafford Student 
Loan Program held by the Hons** Subcommittee on Post secondary Education. 

The comments that follow address what 1 would currently consider to he the 
major Guaranteed Student Loan (CSI.) issues of concern to my institution. As 
you consider changes and improvements to the Programs , please note the concerns 
and suggestions 1 have listed. 

1. Issue: BX/IQX Stafford Interest rate and associated windfall 



Comment s: The 82/10% rate and, especially, the windfall profits 
provision, are both difficult to administer and difficult for 
borrowers to understand. 1 suggest; 

Eliminate the 8Z/10Z Stafford and windfall profits 

provision. 

Convert all existing 8Z/IUZ loans to fixed rate 8* loans. 
Replace it with a new variable rate Stafford with an 81 
floor /»»d 127 rap, based on the same Treasury Bill rate 
used currently for SIS and PLV5 loans. 

This Would minimize government interest and special allowance payments, 
while maintaining the concept of the borrower paying a larger portion 
of interest than under a flat 8t program. It would also minimize 
administrative error by lenders. 

2. Is sue! Risk Sharing 

C ommen ts: Risk sharing already exists for lenders in the due 
diligence procedures currently required for the collection of 
student loans. Additional risk sharing would; 

Limit stuavnt access as lenders will minimize their 
high risk/low balance loan portfolio proportionately. 
Result in diminished support to students attending 
moderate to high default schools, directly proportional 
to the stringency of the tisk sharing requirements. 
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I continue to be required to meet performance standards set by mv 
institution. High cost borrowers will be the first to be excluded 
from our portfolio if new risk sharing costs so require. 

3, Issue; Special Allowance Payments (SAP) 
C oqpents: SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans. 
A change in computing SAP » if applied the tirst 
quarter of a calendar year, to a 365 day basis 
ou»ld save the Federal Government money (on a one 
t Use basis) . 

4 - * s *"^ Simplif Udtion of Financial Aid 

C omments: The financial aid process and adtninistrat ion continue* 
to be very complex for students, parents, schools and lenders. 
I recommpnd simplification in the following areas: 

Use only one need analysis calculation for all 

1 itle IV programs. 

Make Stafford loans available to middle income 
students. 

Reduce the number of deferments for all GSh programs to: 
1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making satisfactory 
progress 
2} unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e.g., orders) as certification 

Expand acceptable reasons (documentation, notification 
and certification) for granting deferments, (e.g.. 
Student Status Confirmation Reports, school letter* 
loan application, etc.) 

Allow backdating of in-achool deferments to th*> start 
oi a school term but not more than 1H0 days. 

*• jjjgHg ; Flexibility in Collection Efforts 

Comments: 1 am very concerned about the present due diligence 
requirements. Their prescriptive nature makes no use of the 
experience and expertise of our staff in loan collections. There 
is nn incentive to concentrate on collections; only a disincentive 
to stray from the prescribed guidelines. I suggest: 

Define D ev measures that allow use of our collections 

expertise. 

Define new measures that are flexible. 

All<>w cures for actions missed inadvertently, 

b - ■ ssue : Timely Regulations 

Comment s: 1 recommend the following: 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing) and staff training. 
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I em sure you understand ay concern surrounding rorors of a direct 
loan program to replace the currant Stafford program, While J have 
seen no proposal to comment on specifically! 1 feel the comments 
and suggestions I have ateds address many of the seme issues a 
direct loan program would Intend to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
forth* I trust you will solicit input and suggestions from the 
lending community. 1 commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
Important piece of legislation. 

Very truly yours, 

/ , , -^V ( r , 

Joe lien J. Davis 

Student Loan Administrator 
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SOUTH CHICAGO BANK 



9200 Commercial Avenue 
Chicago imnots 60617 
Telephone; (312) 768-1400 



June 25, 1991 



The Honorable William D. Ford 

United States House of Representatives 

Washington, D.C. 20515-2215 

Congressman Ford: 

We would like to request the following comments, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford student Loan Program held by the House 
Subcommittee on Postsecondary Education. 

The comments that follow address what we wquIg currently consider 
to be the major Guaranteed Student Loan (GSL) issues of concern to 
South Chicago Bank. As you consider changes and improvements to 
the Programs, please note the concerns and suggestions we have 
listed. 

1* Issue: 8%/ 10% Stafford interest rate and associate wind- 



fall profit provision 
Comments; The 8%/10* rate and especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. We suggest: 

Eliminate the 81/10% Stafford and windfall profits 
provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 12 t cap, basrd on the same Treasury 
Bill rate used currently for SLS and Plus loans. 
Convert all existing s%/10% loans to fixed rate 8% 
loans. 



This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying a 
larger portion of interest than under a flat 8% program. It would 
also minimize administrative error by lenders since we, and most 
others, already have variable rate programs we administer- (We do 
not have any windfall profit programs.) 

2, Issues Risk Sharing 



Comments; Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 



Limit student access as lenders will minimize their 
high risk /low balance loan portfolio 
proportionately* 



Established 1902 

A Commercial Bank and Trust Company - A Subsidiary of Advance Bancorp, Inc 



would: 
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Result in diminished support to students attending 
Moderate to high default schools , directly 
proportional to the stringency of the risk sharing 
requirements. 

We continue to ho required to meet performance standards 
set by South Chicago Bank. High cost borrowers will be 
the first to be excluded from our portfolio if new risk 
sharing costs so require; 

Issues i Special Allowance Payments (SAP) 
££S8DBn£&i SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to students loans. 
A change in computing SAP; if applied the first 
quarter of a calendar year, to a 365 day basis could 
save the Federal Government money ( on a one time 



lSSUS! simplification of Financial Aid 
Comments: The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders. We recommend simplification in the 
following areas: 

Use only one needs analysis calculation for all 

Title IV programs. 

Make Stafford loans available to middle income 
students. 

Reduce the number of deferments for all GSL 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making satis- 
factory progress 

2 ) unemp loyment 

3) total temporary disability 

4) military; including acceptance of other 
documentation { e.g., orders) as certification 

Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments. (e.g, student Status Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not more than 180 days. 



issue: Flexibility in Collection Efforts 
Comments; We are very concerned about the present due 
diligence requirements* Their prescriptive nature makes 
no use of experience and expertise of our staff in loan 
collections. There is no incentive to concentrate on 
collections; only a disincentive to stray from the 
prescribed guidelines * We suggest; 
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Da fine new Manures that allow use of 

collections expertise* 

Define new measures that are flexible. 

Allow cures for actions missed inadvertently. 



our 



6- Issue; Timely Regulations 

Comments i We recommend the following: 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper system changes ( including 
testing) and staff training. 

We are sure you understand our concern surrounding rumors of a 
direct loan program to replace the current Stafford program. While 
we have seen no proposal to comment on specifically, we feel the 
comments and suggestions we have made address many of the same 
issues a direct loan program would intend to address, such as 
reduced costs and program simplification. should a specific 
proposal be put forth, we trust you will solicit input and 
suggestions from the lending community. we commit to providing 
input on such a proposal. 



Thank you for your consideration and for your commitment to such an 
important piece of legislation. 



sincerely, 




cc; The Honorable Paul Simon 
The Honorable Gus Savage 
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June 25, 1991 

The Honorable William D. Ford 

United states House of Representatives 

Washington, D.C. 20M5-2215 

Congressman Ford; 

I would like to request the following consents, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19 f 1991 
hearing on the Stafford student Loan Program held by the House 
Subcommittee on Postsecondary Education. 

The comments that follow address what I would currently consider to 
be the major Guaranteed Student Loan (est) issues of concern to my 
institution* As you consider changes and improvements to the 
Programs, please note the concerns and suggestions I have listed* 

1. issue: 8 VlOl Stafford interest rate and associated wind- 
fall profit provision 

eoments; The 81/10% rote and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. I suggest: 

Eliminate the 81/10% Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on the same Treasury 
Bill rate used currently for SLS end PLUS loans* 
convert all existing 8%/l0t loans to fixed rate 8% 

loans* 

This would minimize government interest and spmcial allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program. It 
would also minimise administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer* (We do not have any windfall profit programs.) 

2. IfiSUmM Risk sharing , ^ , . . 
comments; Risk sharing already exists for lenders in the 
due diligmnce procedures currently required for the 
collection of student loans. Additional risk sharing 
would * 

Limit student access as lenders will minimise their 
high risk/low balance loan portfolio 
proportionately. 
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Uptown National Bar* 
of Chicago 



4753 Kortf) Broadway 
Chicago WmqwWVJO 



Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk sharing 
requirements . 



1 continue to be required to eeet performance standards set by 
■y institution* High cost borrowers will be the first to be 
excluded fro* our portfolio if new risk sharing costs so 
require. 

3- Issu e: special Allowance Payments {SAP) 
comntai SAP should remain unchanged* 



Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 3*5 day basis 
could save the Federal Government money (on a one 
time basis). 



4* lo&Ufii Simplification of Financial Aid 

Comment s I The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders. I recommend simplification in the 
following areas v 



Use only one need analysis calculation for all 
Title IV programs. 

Make Stafford loans available to middle income 
students. 

Keduce the number of deferments for all csl 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2 ) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e,g, , orders) as certification 

Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments, (e.g. , Student status Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in -school deferments to the 
start of a school term but not more than 160 days. 
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Upkwn National Bank 
of Chicago 



♦ North Broadway 
Ch»c»go tn*oo»* 60640 
312 8?8 2000 



0. issue s Flexibility in Collection Efforts 

Comments : I am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections* There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines. I suggest : 

Define new measures that allow use of our 

collections expertise. 

Define new measures that are flexible. 

Allow cures for actions Biased inadvertently. 

<>. iSSUfi; Timely Regulations 

CQBflQnt&l I recommend the following: 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing) and staff training. 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While i have 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made address many of the same issues a 
direct loan program would intend to address, such as reduced costs 
and proqram simplification. should a specific proposal be put 
forth, i trust you will solicit input and suggestions from the 
lending community. I commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely, 



Brad !., ffo»st ' 
Manager, Loans Operations 




BLR/cv 



117 



144 



First Bankers Trust Company, N. 
Studant Loan Department 
3333 Broadway 
Ouincy 1L €2301 



Jum 25, 1991 

The Honorable William d. Ford 

United States Houss of Representatives 

Washington, D.C. 20525-2715 

Congressman Ford: 

X would liks to request the following comments, concerning 
reautborisation of the Higher Education Act of 1965, bs accepted 
and entered as part of the rscord associated vita ths Juno 19, 2991 
bearing on the Stafford Studant Loan Program bald by the House 
Subcommittee on Pos t s s c c md ary Education ■ 

Tna comments that follow address what X would currant ly consider to 
be ths major Guaran teed Studant Loan (GSL) issues of concern to ay 
institution. Aa you consider changes and la^revamante to the 
Programs, please note the concerns and suggestions x have listed* 

1. lAajui St/101 Stafford interest rata and associated wind- 
fall profit provision 

Comments i Th9 B»/10t rata and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for bo rro w e rs to understand. 1 surest: 

Eliminate the 0%/iO% Stafford and wlnoinl* wof its 

provision. 

Replsca it with a new variable rate Stat turd with 
an 8% floor and 121 cap, based on the same Treasury 
Bill rata used currently for SLS and FLOS lo&ns. 
Convert all aviating st/iot loans to fitted rate 81 
loans* 

This would minimi zs government interest and special allowance 
payments, whlls maintaining the concept of the borr ower paying 
a larger portion of interest than under a flat it program, it 
would also minimise administrative error by lenders since we, 
and moat others, already have variable rata programs we 
administer* (tie do not have any windfall profit programs.) 

2. laauiaj Risk Sharing 

QPJMsjitai Risk sharing already exists for landers in ths 
due dillgance procedures currently required for the 
collection of studant loans. Additional risk sharing 
would: 

Limit studant access as lenders will minimise their 
high risk/low balance loan portfolio 
proportionately* 



Mi 



145 



Result in d lain i shed support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk sharing 
requi resents. 

I continue to be required to wet performance standards set by 
ay institution. High cost borrowers will be the first to be 
excluded free our portfolio if new risk sharing costs so 
require, 

3- lasufix Special Allowance Payments (SAP) 
Canaaatai SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
nuaber of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money (on a one 
time basis). 

4- I&aufll Siaplif ication of Financial Aid 

Coanents; The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders. 1 recommend simplification in the 
following areas: 

Use only one need analysis calculation for all 

Title IV programs. 

Hake Stafford loans available to middle income 
students . 

Reduce the number of deferments for al 1 CSL 
programs to: 

1) in-school; for full tiae students and degree 
seeking students attending at least half time 
but less than full tine and making 
satisfactory progress 

2 ) uneaployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e.g* , orders) as certification 

expand acceptable reasons {documentation, 
notification and certification) for granting 
deferments, {e.g., student status Confirmation 
Reports/ school letter, loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not more than ISO days. 

IfiSUfi; Flexibility in Collection Efforts 
Comment BJ. X as very concerned about the present due 
diligence requireaents. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections; only a disincentive to stray froa the 
prescribed guidelines. I suggest: 

Define new measures that allow use of our 

collections expertise. 
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Define new Measures that are flexible. 

Allow cures for actions missed inadvertently. 



6. Xfiflliui Timely Regulations 

COMflPtfli X recommend the following: 

• Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a tiaely manner 
that allows for proper system changes {including 
testing) and staff training. 

I as sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While X have 
seen no proposal to comment on specifically, 2 feel the comments 
and suggestions X have made address many of the same issues a 
direct loan program would intend to address, such as reduced costs 
and program simplification. should a specific proposal be put 
forth, I trust you will solicit input and suggestions tree the 
lending community. I commit to providing input on such a proposal. 

ThanX you for your consideration and for your commitment to such an 
isportant piece of legislation. 
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RnUr DuP»9« B*n% 



Firstar 



June 25, 1991 

The Honorable Hi 11 las D. Ford 

United States House of Representatives 

Washington, D.C. 20515-2215 

congressman Ford; 

I would like to request the following comments, concerning 
reauthorization of the Higher education Act of 1965 , be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford Student Loan Program held by the House 
subcommittee on Postsecondary Education* 

The consents that follow address what I would currently consider to 
be the ma") or Guaranteed student Loan CGSL) issues of concern to ay 
institution. As you consider changes and improvements to the 
Programs , please note the concerns and suggestions I have listed. 

1. ifisjiai st/10* Stafford interest rate and associated wind- 
fall profit provision 

cpMMwtja* The 8%/10% rate end, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. X suggest; 

Eliminate the 8%/l0t Stafford and windfall profits 

provision . 

Replace it with a new variable rate Stafford with 
an SI floor and 12% cap, based on the same Treasury 
Bill rate used currently for SLS and PLUS loans. 
Convert all existing 8%/10% loans to fixed rate 8% 
loans. 

This would minimise government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than u ,der a flat 8% program. It 
would also minimize administrative error by lenders since we, 
and most others, already have* variable rate programs ve 
administer* (He do not have any windfall profit programs.) 

2. Issue: Risk snaring 

frfflBHintfi i Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 
would: 

* Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
proportionately. 
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Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk shoring 
requirements. 

X continue to be required to meet performance standards set by 
*y Institution* High cost borrowers will be the first to be 
excluded from our portfolio if new risk sharing costs so 
require. 

3. XftfiUmM Special Allowance Payments (SAP) 
Coma ratal SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money (on a one 
time basis). 

4. XflfiUfil Simplification of Financial Aid 

Coaaentai The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders. I recommend simplification in the 
following areas: 

Use only one need analysis calculation for all 

Title ZV programs. 

Make Stafford loans available to middle income 
students. 

Reduce the number of deferments for all csh 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2) unemployment 

3} total temporary disability 

4) military j including acceptance of other 
documentation (e.g.* orders) as certification 
Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments, (e.g., Student Status Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not more than 180 days. 

5. I&sjiAi Flexibility in Collection Efforts 

Comments! I am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines. X suggest; 

Define new measures that al low use of our 

collections expertise. 
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First* DuP*ff* Bank 



Define now measures that are flexible. 

Allow cures for actions missed inadvertantly. 

6, laaufti Timely Regulations 

Cfl—Mfcyj I rscmnd the following: 

Require regulations to toe created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allow for proper systes changes (including 
testing) and staff training. 

I as sure you understand ay concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, I feel the comments 
and suggest ions I have made address many of the same issues a 
airectloan program would intend to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
» IS?' 1 trus ^ wiU solicit input and suggestions from the 
lending community. I commit to providing input on such a proposal. 

Than* you for your consideration and for your commitment to such an 
important place of legislation. 

Sincerely, 




Joanne t\ Neumann 
Assistant Vice President 
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June 2^ 1991 

The Honorable William D. Kord 

United States House of Representatives 

Washington, D.C. 2051*»-2215 

Cong essisan Ford: 

I would like to request the following comments, concerning 
reauthorization of the Higher Education Act of 19t>5, be accepted 
and entered as part of the record associated with the June 19, 1**91 
hearing on the Stafford Student Lean Program held by the House 
Subcommittee on Postsecondary Education. 

The comments that follow address what 2 would currently consider to 
be the major Guaranteed student Loan (GSL) issues of concern to my 
institution. As you consider changes and improvements to the 
Programs, please note the concerns and suggestions I have listed. 

1- Issue; 8% /JO* Stafford interest rate and associate J wind- 
fall profit provision 

C omments : The 8%/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand ♦ I suggest: 

Eliminate the 61/101 Stafford and windfall profits 

provis ion. 

Keplace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on the same Treasury 
Bill rate lined currently for SLS and PLUS loans, 
convert all existing B%/10% loans to fixed rate 0% 
loans. 

This would ainirize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program- It 
would also minimize administrative error by lenders since we, 
and most others , a 3 ready have variable rate programs we 
administer . {We do not have any windfall profit proqraros. ) 

2. lfeSLU&i Risk Sharing 

C omments; RisX sharing alieady exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 
would: 

Limit student access as lenders will minimize their 
high risK/iow balance loan portfolio 
proport ionately . 
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Result in diminished support to students attending 
moderate to high detau) t schools , direct ly 
proportional to the stnngen -y of the risk shannq 
requirements, 

I continue to be required to neet performance standards set by 
my institution. High cost borrowers will be the first to be 
excluded from our portfolio if new risk sham • costs so 
require. 

3 - Special Allowance Payments ( SAP) 
CQSaents; Shy should remain unchanged, 

Any reduction in SAP will decrease further the 
number or participating lenders thus adversely 
affecting access to student loans 

A char>^ in computing SAP, if applied the first 
quart 4.1 of a calendar year, to a 365 day basjs 
c- i ,ave the Federal Government money {on a one 
b.?s is ) . 

4 - l£3ti?r. Simplification of Financial Aid 

Comments; The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders. I recommend simplification in the 
following areas: 

Use only one need analysis calculation for all 

Title XV programs. 

Make Stafford loans available to middle income 
students. 

Reduce the number of deferments for all csi. 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than f ul 1 time and making 
satisfactory progress 

2 ) unemployment 

3) total temporary disability 

«) military; including acceptance of other 
documentation (e.g., oroersj as certification 
Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments. {e.g., Stvdent Status confirmation 
Keports, school letter, loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not more than 180 days. 

5. ISSUED Flexibility in Collection Efforts 

CocuaeiltSi x a m very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections? only a disincentive to stray from the 
prescribed guidelines, X suggest; 

Define new measures that allow use of our 

collections expertise. 
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Define new measures that are flexible. 

Allow cures for actions nissed inadvertently* 



6. Xfisuej. Timely Regulations 

CflaOflntfi I I recommend the following; 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be iesued in a timely manner 
that allows for proper system changes (including 
testing) and staff training. 

I as sure you understand ay concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made address many of the same issues a 
direct loan program would intend to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
forth, I trust you will solicit input and suggestions from the 
lending community. I commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely, 



Mtcheie C. Sportiellc 
Administrative Assistant 
Student Loan Department 
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June 25, 1991 

The Honorable William D. Ford 

United States House of Representatives 

Washington, D.c. 20515-2215 

Congressman Ford; 

I would like to request the following cements, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford student Loan Program held by the House 
Subcommittee on Post secondary Education. 

The comments that follow address what 1 would currently consider to 
be the major Guaranteed student loan iQSh) iaaues of concern to my 
institution. As you consider changes and improvements to the 
Programs, please note the concerns and suggestions 1 have Hated. 

lp isfiHfti st/10% Stafford interest rate and associated wind- 
fall profit provision 

CMMPfcai The 81/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand, 1 suggest: 

Eliminate the 8%/l0% Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on the same Treasury 
Bill rate used currently for sis and PLUS loans. 
Convert sll existing 8%/iot loans to fixed rate 8% 
loans. 

This would minimise government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat at program, zt 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer, {We do not hsve any windfall profit programs, } 

2. isflum: Risa Sharing 

coMMti! Risk sharing already exists for lenders in the 
due diligence procedures currsntly required for the 
collection of student loans. Additional rlsX sharing 
would: 

Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
proportionately . 
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Result in diminished support to students attending 
wdtriti to high default school* , directly 
proportional to the etringency of the risk sharing 
requirements. 

I continue to bs required to Bast performance standards sot by 
ay institution. High cost borrowers will bo ths first to bs 
sxcludsd from our portfolio if now risk sharing costs so 
require* 

3. issue: Special Allowance Payments (SAP) 
£cmmsntfii SAP should remain unchanged. 

Any reduction in SAP will decrease further ths 
number of participating lenders thus adversely 
affecting acc ess to student loans 
A change in computing SAP* if applied the first 
quarter of a calender year, to a 365 day basis 
could **eve the Federal Government money (on a one 
tima basis}* 

4. isHua: simplification of Financial Aid 

CoamantrnJ The financial aid process and administration 
continues to bs very complex for students, parents, 
schools and lenders- X recommend siaplif i est ion in tha 
following areas t 

Use only one need ana ly si a calculation for all 

Title IV programs. 

Make Stafford loons available to middle income 
students. 

Reduce the number of deferments for ell GSL 
programs tot 

1) in- school; for full tima students and degrae 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2 ) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e.g., orders) as certification 

£xpand acceptable reasons (documentation, 
notification and cert i fleet ion) for granting 
deferments, (e.g. , student Status Confirmation 
Reports, echooi latter, loan application, etc.) 
Al low backdating of in-school deferments to ths 
start of e echooi term but not more than ISO days. 

5. ISfiUSl Flexibility in Collection Efforts 

Comments! I am vary concerned about tha present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our stsif in 
loan collections. There le no incentive to concentrate 
on collections r only a disincentive to stray from the 
prescribed guidelines. X suggests 

Define new measures that allow use of our 

collections expertise. 
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Define new measures that are flexible. 

Allow euros for actions ilittd inadvertently . 

6. taaue: Timely Regulations 

comments: I rtcontRd the following: 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to bo issuad in a timely manner 
that allows for propar system changes {including 
tasting) and staff training, 

I as sura you understand my concern surrounding r users of a direct 
loan program to replace the current Stafford progras. while I have 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made address many of the ease iasuee a 
direct loan progras would intend to address, auch as reduced costs 
and progras simplification. Should a specific proposal be put 
forth, x trust you will solicit input and suggestions froa the 
lending community. I commit to providing input on auch a proposal. 

Thank you for your consideration and for your commitment to auch an 
important piece of legislation. 

Sincerely, 

CHAMPION FEDERAL SAVIB6S AND LOAN ASSOCIATION 

Theresa H. Nickels 
Student loan Manager 



cc: Senator Paul Simon 
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ThfBANX 

of Edwtndsvllk 



The Honorable «USi«n t>. F«rd 

United State* House of Represent at ives 

weshington. D.C. 20515-2215 

Dear Congressman Foxd* 

2 would liKe to xequest the following comments, adeeming reauthorization of 
the Higher Education Act of lv**>. he accepted and enteied as par: of the recoxd 
associated with the June 19, 1991 hearing on the Stafford Student Loan Program 
heid by the House Subcommi t tee on Pcateecondary Education- 

The comment* that follow address what I would currently consider to he the 
ma^Or Guaranteed Student Loan ( GSL i issues ot concern to my institution. As you 
consider changes and improvements to the Programs, please note the concerns and 
suggestions I have listed. 

j, Js»ue» St/101 Stafford interest rate and associated windfall profit 
provision. 

Comments* The 8%/lOt rate, and, especially, the windfall profits provision 
are both difficult to administer and difficult for borrowers to 
understand. I suggest? 

* Eliminate the 81/10* Stafford and windfall profits provision. 

* Replace it with a new variable rate Stafford with an St f loot 
and 121 cap, based on the same Treasury mil rate used 
currently for SLS and PLUS loans, 

* Convert all existing 8I/1Q* loans to fined rate 81 loans, 

This would minimise government interest end special si Iowa nee payments, while 
maintaining the concept of the borrower paying e larger portion of interest 
than under a flat 8s program. It would also minimise administrative error by 
lenders since we, and most others, already have variable* rate programs we 
administer. {Me do not hevs any windfall profit programs.) 
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2. Issue i Kisfc Sharing 

Comments* Siak sharing already exist* tor lend*** in the due diligence 
procedures currently required tor the collection ot student loans. 
Additional riak sharing wouldt 

* Limit etudent accmi as lender* will minimise their high risk/ 
low balance loan portfolio proport ionately . 

* Result in dimished support to atudents attending moderate to 
high default achooia. directly proportional to the stringency 
of tha risk sharing requirements. 

J continue to be required to meat performance standards set by my institution. 
High cost borrowers *iU bo the first to be excluded from our portfolio it new 
risk aha* log costs so require. 

3. Issue* Special Allowance Payments tSAPj 
Comments: SAP should temam unchanged. 

* Any induction in SAP wtli decrease turther the number of 
pa i tlt'ipat mq lenders thus adversely affecting access to 
student loans, 

* A change in computing SAP, it applied the first quarter of a 
calendar year, to a day basis could save the Federal 
Government money ton a one time basis), 

4. Issue^ sxmpi i t icat ion ot Financial Aid 

Comment^! The financial aid process and administration continues to bt 
very complex tor students, par»nt • . schools and lenders, I 
reccxnmend aimpl if icat ion in the following areas. 

* Use only one need analysis calculation tor all Title IV 
programs, 

* Neks Stafford loans available to middle income students. 

* Reduce the number of deferments for all CSL programs to j 

1) in school, for full time students and degree seeking 
students attending at least half time but less than full time 
and making satisfactory progress 

2) unemployment 

3} total temporary disability 

«} milrtaryr including acceptance o! other documentation 
(e.g., orders) as certification 

* Expand acceptable reasons I documental ion . notification and 
certifications for granting deferments, (e.g. Student status 
Confirmation Reports, school letter, loan applications, etc.) 

* Allow backdating of in-school deferments to the start of a 
school term but not mora that 1B0 days. 

I«&uei Flexibility in Collection Efforts 

Comments? 1 am very concerned about the present due diligence 

requirements. Their prescriptive nature makes no use of the 
expedience and expertise of our staff in loan collections. 
There is no incentive to concentrate on collections, only a 
disincentive to stray from the prescribed guidelines, I 
suggest i 
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• Define new P*aiur« that allow use of our collection expertise. 

• Define new measures that are flexible 

• Allow cures, tor action* missed inadvertently. 

** 1 a **"gj, Tusely Regu 1st ions 

Co* nmentsi I recommend the following* 

• Require regulation! to be created through a negotiated 
rulemaking process . 

• Require regulations to re is?iied in a timely manner that allow* 
for proper system changes (including testing > and staff 
training . 

1 am sure you understand my concern surrounding rumors of a direct loan 
program to replace the cuirent Stafford program, while I have seen no proposal to 
comment on specifically, I feel the comments and suggestions I have made address 
~**ny ot the same issues a timet loan program would intend to address, such a* 
reduced costs «nd program Simplification. Should a specitic proposal t>* put 
forth, I trust you will solicit input and suggestions from the lending rommunUy, 
1 commit to providing input on such a pioposai. 

Than* you lor youx consideration « n d for your commitment to such an impoxtant 
piece ot legislation. 



Yours very truly, 

/{>tt // 1 * 



Patt i »T, Ambuel 

Student Loan irtminist ratox 



FJA/nb 



CC ! 
cc < 



Illinois united state* House ot Ropresenat i ves J«rry Y . 
United .St^trs Snnate The HmmraMe Paul Simon 
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First Midwest 



> V* tttfwm Bonk 

Wkt UttHh IMSI tm 

UM5* 717-5X12 



June 24, 1991 



The Honorable Wiiiiajn D. Ford 

United States House of Representatives 

Washington, D.C. 20SU->-2215 

Congressman Ford: 

I would like to request the following comments, concerning 
reauthorization of the higher Education Act of 196b, be accepted 
and entered as part of the record associated with the June 19, 
1991 hearing on the Stafford Student loan Program held by the 
Houfcc Subeomautt€»e on Postsecondary Education. 

The comments that follow address what I would currently 
consider to be the major Guaranteed Student Loan (GSLJ issues 
of concern to my institution. As you consider changes and 
improvements to the Programs, please note the concerns and 
suggestions I have listed. 



Issuej 8%/10% Stafford interest rate and associated 
windfa 1 1 prof i t provision 

Comments: The 8%/lC* rate and, especially, the 
windfall profits provision, are both difficult to 
administer and difficult for borrowers to understand. 
I sugguest: 

Eliminate the S%/10% Stafford and Windfall 
profits provision. 

Replace it with a new variable rate Stafford 
with an 8% floor and a 12% cap, based on the 
same Treasury Bill rate used currently for SLS 
and PLUS loans. 

Convert ail existing 8%/10% loans to fixed 
8% loans. 



This wou' . minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program, it 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer. {We do not have any windfall profit programs.) 




160 



- i ~ 



2. Issue: Risk Sharing 

CooSentst Risk sharing already exiMn for lenders in 
trie 3o"Jil igence procedures cunont ly required for 
the collection of student loans. Additional risk 
sharing wouldj 



Limit student access as lenders will minimize 
their high risk/low balance loan portfolio 
proportionately. 

Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk 
sharing requirements. 



I continue to be required to meet performance standards set 
by my institution. Hiqh cost borrowers will be the- first to 
he excluded from our portfolio if new risk sharing costs so 
rcqui re . 

1, Issue: Special Allowance Payments (SAP) 
Comments: SAP should remain unchanged. 

Any" reduction in SAP wi U decrease further 

the number of participating lenders thus adversely 

affecting access to student loans - 

A change in computing SAP, if applied the first 

quarter of a calendar year, to a \b*> day basis 

could save the Federal Government money ion a 

one t Ime has is) , 

4. Issue: Simplification of Financial Aid 

Comments: The financial aid process and admi n i st x at ion 
Continues to be very complex for students, parents, 
schools and lenders. I rpcomment simplification in 
The following areas; 



Hue only one need analysis calculation for all 
Title IV programs. 

Make Stafford Joans available to middle income 
student k . 

Reduce the number of deferments for all Cii»L 
programs to: 

]) in-sohool; for full time students and degree 
seeking students at tending at least haif-t. ime 
hut less than full time and making sat is t actor 
progress 
unemployment 
,H total tempi>raxy disability 
4> military; including acceptance at other 

documentation (e,g., orders) .«s certification 
Expand acceptable reasons Idocume-.* at ion, 
notification and certification* for granting 
deferments, le.g., Student St.itus Confirmation 
Reports, school letter, Joan Application, etc.) 
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Allow backdating of in-school deferments to the 
start of a school term but not more than 180 days. 

S. Is sue: Flexibility in Collection Efforts 

Comments s I am very concerned about the present due 
diligence requirements. Their prescriptive nature 
makes no use of the experience and expertise of our 
staff in Joan collections. There is no incentive to 
concentrate on collections* only a disincentive to 
stray from the prescribed guidelines. I suggest: 

Define new measures that aUow use of our 

collections expertise. 

Define new measures that are flexible. 

Allow cures for actions missed inadvertently, 

. Issuer Timely Regulations 

Comments.' I recommend the following: 
"■ Require regulations to be created through a 
negotiated rulemaking process. 
Require regulations to be issued in a timely 
manner that allows for proper system changes 
(including testing) and staff training, 

I am sure you understand my concern surrounding rumors of a 
direct loan program to replace the current Stafford program. 
While I have seen no proposal to comment on specifically, I 
feel the comments and suggestions I have made address many of 
the same issues a direct loan program would intend to address, 
such as reduced costes and program simplification. Should a 
specific proposal be put forth, I trust you will sc»icit Jmput 
and suggestions from the lending community. I commit to 
providing imput on such a proposal , 

Thank you for your consideration and for your commitment to 
such an important piece of legislation. 



Sincerely, 



Judy Veronda 

Student Loan Coordinator 
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am | MARINE BANK 

June 25, 1991 



The HcMiurflble William D. Ford 

United States Houh of Representative ■ 

Washington, D.C. 20515-221S 

Dear Cougrafcsraau Ford; 

I would like tu request the following comments concerning reauthor iration of the 
Higher Education Act of 196% be accepted and entered as part of the record 
associated with the June 19, 1991 hearing on the Stafford Student loan Program held 
by the House Subcommittee on Poatsecondary Education. 

The cosxDents thst follow sddress what I would currently consider to be the major 
Guaranteed Student Loan (CSL) issues of concern to sty institution. As you consider 
changes and improvements to the Programs, please note the concerns and suggestions 
1 have Hated. 

U la*ue; 81/101 Stsfford interest rate and associated windfall profit 
provision. 

CtHHBaifl: The 81/10% rate and* especially, toe windfall profits provision, 
are both difficult to administer and difficult for borrowers to 
understand. 1 suggest: 

* Eliminate the 81/101 Stafford and windfsll profits provision. 

■ Replace it with s new variable rate Stafford with an 81 floor and 121 
rap, based on thr nam** Treasury Pill rate used currently f^j Sir *,irf 
PLUS loans- 

* Convert all existing 81/101 loans to fixed-rate 81 loans. 

This would minimise government interest and special allowance payments, 
while maintaining the concept of the borrower paying a larger portion of 
interest than under a flat 81 program. H would also minimi re 
administrative error by lenders since we, and ©oat others, already have 
variable rate programs we administer (We do not have any windfall profit 
programs ). 
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The Honorable William D. Ford 
June 25, 1991 
Fag* Two 



2. lli ua? Rlek Sharing 

CamU? Risk aha ring already exist* for lender* in th* due diligence 
procedure* correctly required for the collection of student loans. 
Additional risk sharing would; 

* Lleiit student access as landers will minimise their high risk/lov 
balance loan portfolio proportionately, 

* Result in diminished support to students attending moderate to high 
default schools, directly proportional to the stringency of the risk 
sharing requirements. 

I continue to be required to meet performance standards set by my 
institution. Sigh coat borrowers will be the first to be excluded from our 
portfolio if n-w risk sharing cost* so require. 

3. issue: Special Allowance Payment* *SAr ) 
CcfiBJeuLa/- SA? she 'Id retaaio unchanged* 

* Any reduction in SAP will decreese further the number of participating 
lendera thus adversely affecting access to student loans. 

* A change in computing SAP, if applied the first quarter of a calendar 
year, to a %5-day basis could ssve the Federal Government money too a 
one-time basis). 

U, l&Aue: Simplification of Financial Aiu 

CQflBB:utj: The financial aid process and administration continues to be 
very complex for students, parents. Schools, and lenders. 1 recommend 
eimpHf ication In the following areas: 

* Use only one need analysis calculation for all Title IV programs. 

* Make Stafford loans available to middle- income students. 

* Rrduce the number of deferments for all CSL program* to: 

\ r In-eehtol; for full-time students and degree seeking 
students attending et leest half-time but leaa than 
full-time and making satisfactory progress, 

2. Unemployment 

3. Total temporary diesbility 



I h i 
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The Honorable William D. Ford 
June 25, 199! 
Page Three 



Military ; including acceptance of other docissentat ion 
(e.g.. orders) si cert if i cat loo. 

* Expand acceptable reasons (documentation, notif iretiou and 
rertif ication) for granting deferwenti. (e.g. , Student Statu* 
ronf Irmst ion Report t fchool letter, loan application, etc.) 

* Allow backdating of io-school dif ermentf to tha BtmxX of a 
school tens but not more than 180 day*. 

Issue-' Flexibility in Collection Efforts 

CQfflDfiUt5 ; 1 *b very concerned about the present due diligence 
requirements. Their prescriptive nature sake* no use of the 
experience and expertise of our staff in loan collections. There is 
no incentive to concentrate on collections; only a disincentive k p 
stray from the prescribed guidelines. I suggest: 

* Define new measures that allow use of our collections expertise. 

* nefine new w***ut9b that are flexible. 

' Allow cures for action* visaed inadvertently. 

6. iflflue: Timely Regulations 

l\?6»eats • 1 recommend the following: 

* Require regulstions to be crested through a negotiated 
rule-making process. 

* Require regulations to be issued in a ttfaely Banner that allows 
for proper system changes (including testing) and staff training. 

I am sure you understand my concern surrounding rumors of a direct loan 
program to replace the current Stafford program. While I have seen no 
pr<*f*o*f.? tn rosssent cm specif icslly, I feel the comments end cuggestiooo I 
have made address many of the same issues a direct loan program would intend 
to address, such as reduced costs and program simplification. Should a 
specific proposal be put forth, I trust you will solicit input and suggestions 
from the lending community. 1 commit to providing input in auch a proposal. 

Thank you for your consideration and for your commitment to auch an important 
piece of legislation. 



Sincerely, 



M. Gary Jacobs 
Student loan Officer 
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Jim* 28, 1991 




Toe Somorable Vllliea P. Ford 
U.S. Bouse of s^prmeentativee 
Washington, D.C. 20515-2215 

Coogrtiiiin Fords 

I would like to request the follovlog coeetsnts, concerning reeuthorlset loo of 
the Higher Education Act of 1963, be accepted end entered me pert of the 
record associated with die June 19, 1991 hearing on the Stafford Student Loan 
Program held by the House Subcoeeiittee on Foeteecondery Education, 

The com apt i that follow address abet I would currently con aider to be the 
major Guaranteed Student Loan (GSL) laauee of concern to my institution, as 
you coneider change* end iwprovsments to the progress, please note the 
cone erne and suggestions I ba«e listed. 

1. Yeeuet dtflQX Stafford Interest Hate end Aaeociatad Windfall Profit 
Provision 

Coaaeant e t Ttse BXflQt rate and, especially, the wind fill profit » 
prorlaion are both difficult to administer sod difficult for borrower a to 
under eta ad. 1 suggest l 

Eliminate the $*/10t Stafford and windfall profits provision. 

- Replace it with a new variable rats Stafford with an 81 floor and 
12S cap, baaed on the same Treasury Mil rata need currently for 
SLS and PIPS loans. 

- Convert all existing 8*/l0* loans to fixed rate 81 loans. 

This TOuJd filnlaiie govsrnesnt internet and special allowance payaente, 
while maintaining the concept of the borrower paring a larger portion of 
Internet then under a flat 8X program* It would also minimise 
admlnietrative error by lenders since we, end most others* already have 
variable rata programs we administer, (we do not bsve any windfall 
profit programs.) 

2. Issues Riek Sharing 

Comments t Riek ebexing already exlste for lander* in the due diligence 
proceduree currently required for the collection of ■rodent loane. 
Additional riek aha ring would? 

- Limit studsnt ecesse ae lenders will minimise their 1 igh riek/ low 
balance loan portfolio proportionately. 

- Result is diainiehed support to etudente attending moderate to 
high default schools directly proportional to the stringency of 
the riek sharing requirements. 
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I continue to be required to meet performance etandard* oat by my 

loot 1 tut ion. High coot borroeero will bo tho firet to bo excluded froe 

our portfolio If new risk aharlug eooto oo require. 

3« Zoouo; Special Allowance Faymeote (SAP) 

Co— ante i SAP ebould remain unchanged* 



Any reduction la SAP will decreaee further the nuaibar of 
participating lead are thoe sdVereely affecting aeceea to atudeot 
loeoe . 

A change In computing SAP, if applied the flret quarter of a 
calendar year, to a 365 day beaie could eaw the Federel 
Gov* ma act money (on a one time beoie). 



4 - l5fH£ s Simplification of Financial Aid 

C l p h te i The fine oriel aid proceoe and administration contlnuoa to be 
Tory complex for etudente, parent e, •choolo end lendera. I recommend 
simplification in the following areas; 



Bee only one need analyala calculation for all Title IV program** 
Make Stafford loeoe available to middle Income etudente. 
Seduce the number of deferments for all CSL programs to: 
a* ln~*chools for full-time etudente and degree- Banking etudente 

attending at laaat half time hut leee than full time and 

making eetiafactory progrmee. 
b« unemployment* 
c« total temporary disability* 

d. military^ including acceptance of other documentation 

(e.g.. ordere) ae certification, 
Expend acceptable rmaeooe (documentation f notification and 
certification) for granting deferment e (e.g. , Student Statue 
Confirmation fteaorte, echool letter, loan application, etc.) 
Allow backdating of in-mchool deferment e to the etart of a echool 
term but not more than 180 da ye. 



5 * ***** * Flexibility in Collect loo Bf forte 

Commente t 1 am very concerned about the ormeent due diligence 
requirements. Their pre ec rip tire nature makea no una of the experience 
and expert lee of our etaff la loan collectione. There ie no incentive to 
concentre te on collections! only a diaincentlTe to stray from the 
preecribed guide! lean* 1 euggeots 



Define new memeurme that alio* uee of our collectione expertise. 
Define new meaeurce that are flexible* 
Allow crura a for eetione miaaed inadvertently* 
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©. I— m t Ti»aly aagnlatlona 

Ccaa«nt» i I nt wml tha fallow log t 

- laoulra regulation* to b* cmntad fcbrongh » »VtliUd rula 
making procaai, 

- lUiln mgplatlona to bo loouad Is a tinaly ooaan that allow* 
for propar iyaiaa changa* (including tanting) and staf £ taioing. 

I mm ivn |Ott nadnntaad or coneam surrounding majors of • diroct loos 
prograa to raplacs tba currant Stof ford prograa- anila X haw ooos no 
proposal to rn— it on .pacifically, I fool tho eoowti and angnaatlona 1 

sans oddroao sany of tha aaao laanoo a diroct loan prograa woo Id lntssd 
to aneh an radocad coats and prograa aiaplif icatlon. Should a 

f pacific oropoaal ba pot forth* I troft yon will aollelt input and anggutlons 
froa tha landing coaaunltr* 1 cosolt to prorlding input on atscfc a proposal. 

Thank yon for four consideration and for four coasitaent to such an iaportaot 
placa of lagl»latloo. 



Siacersly* 




Sanior Vies Prsiident 



JTTiaad 



171 



168 

^ FIRST CHICAGO 



June ?8, 1991 



The Honorable William D, Ford 

United States House of Respresentatives 

Washington, D.C, 20515-??15 

Congressman Ford: 

I would like to request the following comments, concerning 
reauthorization of Higher Education Act of 1965, be accepted and entered 
c! STV. 0 ! the reC0rd fated with the June 19, 1991 hearinq on the 
Stafford Student Loan Program held by the House Subccaraitte on" 
Postsecondary Education. 

The consents that follow address what I would currently consider to be 
the major Guaranteed Student Loan (GSL) issues of concern to my 
institution. As you consider changes and improvements to the Proqrams, 
please note the concerns and suggestions 1 have listed, 

1. Issue: $%/10% Stafford interest rate and associated windfall 
profit provision 

loimtents : The 8X/10X rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. 1 sugqest- 

Eliminate the 8i/10? Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with an 8% 
floor and 12* cap, based on the same Treasury Bill rate 
used currently for SLS and PLUS loans. 
Convert all existing B%/10% loans to fixed rate 8* loans. 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying a 
larger portion of interest than under a flat B% program. It would 
also minimize administrative error by lenders since we, and most 
others, already have variable rate programs we administer. (We do 
not have any windfall profit programs.) 

2. Issue : Risk Sharing 

Consents: Pish sharing already exists for lenders in the due 
diligence procedures currently required for the collection of 
student loans. Additional risk sharing would: 

Limit student access as lenders will minimize their high 
risk/low balance loan portfolio proportionately. 
Result 1n diminished support to students attending 
moderate to high default scholls, directly 
proportional to the stringency of the rish sharing 
requirements. 
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I continue to be required to meet performance standards set by my 
Institution. High cost borrowers *m be the first to be excluded 
from our portfolio 1f new risk sharing costs so require. 

3. Issue : Special Allowance Payments (SAP) 
Cosirents : SAP should remain unchanged. 

~ my reduction 1n SAP will decrease further the number of 
participating lenders thus adversely affecting access to 
student loans. 

A change 1n computing SAP, 1f applied the first quarter 
of a calendar year, to a 365 day basis could save the 
Federal Government money (on a one tire basis). 

4. Issue: Simplification of Financial Aid 

Comments : The financial aid process and administration 
scnoois and lenders. I recownend simplification 1n the 
following areas; 

Use only one need analysis calculation for all Title 

IV programs. 

Hake Stafford loans avalable to middle income students. 
Reduce the number of deferments for all SSI programs to: 

1) in-school; for full time students and degree seeking 
students attending at least half time but less than 
full time and Raking satisfactory progress 

2) unemployment 

3) total temporary disability 

4) military; Including acceptance of other 
documentation (e.g., orders) as certification 

Expand acceptable reasons (documentation, notification 
and certification) for granting deferments, (e.g.. 
Student Status Confirmation Reports, school letter, 
loan application, etc.) 

Allow backdating of 1n-school deferments to the start of 
a school term but not more than 180 days, 

5 * Issue : Flexibility in Collection Efforts 

Conroents : I am very concerned about the present due diligence 
requirements. Their prescriptive nature makes no use of the 
experience and expertise of our staff in loan collections. 
There is no Incentive to concentrate on collections; only 
a disincentive to stray from the prescribed guidelines. I 
suggest: 

Define new measures that allow use of our collections 
expertise. 

Define new measures that are flexible. 
Allow cures for actions missed inadvertently. 

6. Issue : Timely Regulations 

Comments : I recommend the following: 

- nequire regulations to be created through a negotiated 
rulemaking process. 

Require regulations to be Issued in a timely manner that 
allows for proper system changes (including testing) 
and staff training. 
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1 am sure understand my concern surrounding rumors of a direct loan 
program to replace the current Stafford program. While 1 have seen no 
proposal to comment on specifically, I feel the comments and suggestions 
I have made address many of the same issues direct loan program would 
Intend to address* such as reduced costs and program simplification. 
Should a specific proposal be put be put forth, I trust you will solicit 
Input and suggestions from the lending community. I commit to providing 
Input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely, 




cc: Senator Paul Simon 
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June 28, 1991 



The Honorable William D. Ford 

United States House of Respresentatives 

Washington, D.C. 20515-2215 

Congressman Ford: 

I would like to request the following comments, concerning 
reauthorization of Higher Education Act of 1965 t be accepted and entered 
as part of the record associated with the June 19, 1991 hearing on the 
Stafford Student Loan Program held by the House Subccmmitte on 
Postsecondary Education, 

The comments that follow address what 1 would currently consider to be 
the major Guaranteed Student Loan (GSL) issues of concern to my 
institution. As you consider changes and improvements to the Programs, 
please note the concerns and suggestions 1 have listed, 

1- Issue : 81/10* Stafford interest rate and associated windfall 
profit provision 

Cocroents : The 81/10% rate and. especially, the windfall 
profits provision, ere both difficult to administer and 
difficult for borrowers to understand, I suggest: 

Eliminate the 8S/10* Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with an 8? 
floor and 12! cap, based on the same Treasury Bill rate 
used currently for SLS and PLUS loans. 
Convert all existing 81/10% loans to fixed rate 8* loans. 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying a 
larger portion of interest than under a flat S% program. It would 
also minimize administrative error by lenders since we* and most 
others, already have variable rate programs we administer. (We do 
not have any windfall profit programs.) 

2. Issue : Risk Sharing 

Comments : Rish sharing already exists for lenders in the due 
diligence procedures currently required for the collection of 
student loans. Additional risk sharing would: 

Limit student access as lenders will minimize their high 
risk/low balance loan portfolio proportionately. 
Result in diminished support to students attending 
moderate to high default scholls. directly 
proportional to the strinr^ncy of the rish sharing 
requirements. 
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I continue to be required to meet performance standards set by my 
institution. High cost borrowers «m be the first to be excluded 
from our portfolio if new risk sharing costs so require. 

3. Issue : Special Allowance Payments (SAP) 
Comments : SAP should remain unchanged. 

Any reduction in SAP will decrease further the number of 
participating lenders thus adversely affecting access to 
student loans. 

A change 1n computing SAP, if applied the first quarter 
of a calendar year, to a 365 day basis could save the 
Federal Government money (on a one time basis). 

4. Issue : Simplification of Financial Aid 

Comments: The fianancial aid process and administration 
schools and lenders. I recommend simplification in the 
following areas: 

Use only one need analysis calculation for all Title 

IV programs. 

Wake Stafford loans avaiable to middle income students. 
Reduce the number of deferments for all GSL programs to: 

1) in-school; for full time students and degree seeking 
students attending at least half time but less than" 
full time and making satisfactory progress 

2) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation {e.g., orders) as certification 

Expand acceptable reasons (documentation, notification 
and certification) for granting deferments, {e.g., 
Student Status Confirmation Reports, school letter, 
loan application, etc.) 

Allow backdating of in-school deferments to the start of 
a school term but not more than 180 days. 

5. Issue: Flexibility in Collection Efforts 

Comments : I am very concerned about the present due diligence 
requirements. Their prescriptive nature makes no use of the 
experience and expertise of our staff in loan collections. 
There is no incentive to concentrate on collections; only 
a disincentive to stray from the prescribed guidelines. I 
suggest: 

Define new measures that allow use of our collections 
expertise. 

Define new measures that are flexible. 
Allow cures for actions missed inadvertently. 

6. Issue: Timely Regulations 
Comments : I recommend the following: 

~ Require regulations to be created through a negotiated 
rulemaking process. 

Require regulations to be issued 1n a timely manner that 
allows for proper system changes (including testing) 
and staff training. 
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I am sure understand my concern surrounding rumors of a direct loan 
program to replace the current Stafford program. While I have seen no 
proposal to comment on specifically, I feel the comments and suggestions 
I have made address many of the same issues direct loan program would 
intend to address, such as reduced costs and program simplification* 
Should a specific proposal be put be put forth, I trust you will solicit 
input and suggestions from the lending community. I commit to providing 
input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 




cc: Senator Paul Simon 
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June 28, 1993 



The Honorable William 0. Ford 

United States House of Respresentatives 

Washington, D.C. 20515-2215 



Congressman Ford: 

I would like to request the following comments, concerning 
reauthorization of Higher Education Act of 1965, be accepted and entered 
as part of the record associated with the June 19, 1991 hearing on the 
Stafford Student Loan Program held by the House Subconmitte on 
Postsecondary Education. 

The comments that follow address what I would currently consider to be 
the major Guaranteed Student loan (G5L) issues of concern to my 
institution. As you consider changes and improvements to the Programs, 
please note the concerns and suggestions 1 have listed. 

l * lijue : B*/1OT Stafford Interest rate and associated windfall 
profit provision 

Comments : The 81/10% rate end, especf My, the windfall 
profits provision, are both difficult administer and 
difficult for borrowers to understand I suggest: 

Eliminate the 8V1Q? Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with an B% 
floor and 12% cap, based on the same Treasury Bill rate 
used currently for SLS and PLUS loans. 
Convert all existing B*/10% loans to fixed rate 8^ loans. 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower Paying a 
larger portion of interest than under a flat 8% program. It would 
also minimize administrative error by lenders since we, and most 
others, already have variable rate proqrams we administer. {We do 
not have any windfall profit programs.) 

2. Issue : Risk Sharing 

Confronts : Rish sharing already exists for lenders in the due 
diligence procet currently required for the collection of 
student loans. Additional risk sharing would: 

Limit student access as lenders will minimize their high 
risk/low balance loan portfolio proportionately. 
Result 1n diminished support to students attending 
moderate to high default scholls, directly 
proportional to the stringency of the rish sharing 
requirements. 
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continue to be required to meet performance standards set by mv 
institution. High cost borrowers will be the first tc be excluded 
from our portfolio 1f new risk sharing costs so require. 

3 * j SSUP : Special Allowance Payments {SAP) 
Comments: SAP should remain unchanged. 

A "y reduction in SAP will decrease further the number of 
participating lenders thus adversely effecting access to 
student loans. 

A change in computing SAP, if applied the first quarter 
of a calendar year, to a 365 day basis could save the 
Federal Government money (on a one time basis). 

4 - Issue : Simplification of Financial Aid 

Comments: The fianancial aid process a. d administration 
schools and lenders. I recommend simplification in the 
fouowinq areas: 

Use only one need analysis calculation for all Title 

IV programs. 

Wake Stafford loans avaiable to middle income students 
Peduce the number of deferments for all GSl programs to- 
15 m-school; for full time students and degree seeking 
students attendinq at least half time but less than 
full time and making satisfactory progress 

2) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e.g., orders) as certification 

Expand acceptable reasons (documentation, notification 
and certification) for granting deferments, (e.g., 
Student Status Confirmation Reports, school letter, 
loan application, etc.) 

Allow backdating of in-school deferments to the start of 
a school term but not more than 180 days. 

5. Issue: Flexibility in Collection Efforts 

Comments: 1 am very concerned about the present due diligence 
requirements. Their prescriptive nature makes no use of the 
experience and expertise of our staff in loan collections 
There is no incentive to concentrate on collections; only 
a disincentive to stray from the prescribed guidelines I 
suggest: 

Define new measures that allow use of our collections 
expertise. 

Define new measures that are flexible. 
Allow cures for actions missed inadvertently. 

*• lSSi!£' Timely Regulations 

Comments : 1 recofrwend the following: 

" Require regulations to be created through a negotiated 
rulemaking process. 

Require regulations to be issued in a timely manner that 
allows for proper system changes (including testing) 
and staff training. 
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I am sure understand my concern surrounding ruswrs of a direct loan 
program to replace the current Stafford program. While I have seen no 
proposal to conroent on specifically, I feel the comments and suggestions 
I have sade address many of the sane issues direct loan program would 
intend to address, such as reduced costs and program simplification. 
Should a specific proposal be put be put forth, I trust you will solicit 
input and suggestions from the lending community. I commit to providing 
input on such a proposal* 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely, 



cc: Senator Paul Simon 
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Northern Trust Bauk/O Hare 

8501 West Hi^cpns Road, Chicago. Illinois tittxfl -28© 



June 25, 1991 

The Honorable William p. Ford 

United States House of Representatives 

Washington, D.C. 20515-2215 

Congressman Ford: 

1 would like to request the following consents, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19, 1991 
**£^< Stafford Student Loan Program held by the House 

Subcommittee on Postsecondary Education. 

The comments that follow address what I would currently consider to 
£«2E„^£ r cu * rante * d Student Loan (CSL) issues of concern to my 
institution. As you consider changes and improvements to the 
Programs, please note the concerns and suggestions I have listed. 

Isau&L 81/10% Stafford interest rate and associated wind- 
fail profit provision 

CP BB MntB i The 8t/10l rate and f especially, the windfall 
P"5f te Provision, are difficult to administer and 

difficult for borrowers to understand, 1 suggest: 

Eliminate the 81/10% Stafford and windfall profits 

provision* 

Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on the samo Treasury 
Bill rate used currently for SLS and PLUS loans. 
Convert all existing 8%/io% loans to fixed rate 81 
loans* 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program, it 
would also minimize administrative error by lenders since we 
and most others, already have variable rate programs we 
administer, (We do not have any windfall profit programs.) 

2. IsfiUfii Risk Sharing 

CgMBSnts; Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharino 
would i 

Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
proportionately. 
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Result in diminished support to students attending 
moderate to high default school©, directly 
proportional to the stringency of the risk sharing 
requirements, ~ 
I continue to be required to seat performance standards set by p 
my institution. High cost borrowers will be the first to be 
excluded from our portfolio if new risk sharing costs so 
require* 

3. issue: Special Allowance Payments (SAP) 
Cggnaofcai SAP should remain unchanged* 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to studenr loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money (on a one 
time basis)* 

4. Issue; Simplification of Financial Aid 

comments: the financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders* I recommend simplification in the 
following areas s 

Use only one need analysis calculation for all l 

Title XV programs. 

Make Stafford loans available to middle income 
students * 

♦ Reduce the number of deferments for all GSL 
programs to: 

l) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and tasking 
satisfactory progress 

2 } unemployment 

3) total tempo, ary disability 

4) military; including acceptance of other 
documentation (e.g. , orders) as certification 

Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments* (e.g., Student Status Confirmation 
Reports, school letter, loan application, etc*) 
Allow backdating of in-school deferments to the 
start of a school term but not more than 180 days* 

5. lsauei Flexibility in Collection Efforts 

comments: 1 am very concerned about the present due 
diligence requirements* Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections* There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines* I suggest: 

Define new measures that allow use of our 

collections expertise* 
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Define new measures that are flexible. 

Allow cures for actions missed inadvertently. 



6. Ifi&Ufii Timely Regulations 

CQfiran&BX X recommend the following; 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing) and staff training. 

I am sure you understand ay concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made address many of the same issues a 
direct loan program would intend to address , such as reduced costs 
and program simplification. Should a specific proposal be put 
forth, X trust you will solicit input and suggestions from the 
lending community. I commit to providing input on such a proposal. 

ThanX you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely, 




Raquel Morales 
Second Vice President 
Student t.nan Officer 
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RhrerFbrest Bank 



f^itftseiT. Sf Ml 



Jim* 27, 1991 



The Hororabls William D. Ford 

United State* House of Representatives 

Washington, O.C. 20513-2215 

Congressman Ford: 



I would like to request the following comaents, concerning 
reauthorization of the Higher Education Act of 1965, be accepts 
and entered ee part of the record associated with the June J ' * 
1991 hearing on the Stafford Student Loan Program held by tne 
House Subcommittee on Fostsecondary Education. 



The consents that follow address what X would currently consider 
to he the major Guaranteed Student Loan (GSL) issues of concern 
to sy institution. As "ou consider changes and improvement* to 
the Programs, please n..e the concerns and suggestions I have 
listed. 



1- ?ssue: 8%/ 10% Stafford interest rate and associated 
windfall profit provision 

gftra^ntq; the 81/ 10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. I suggest: 

* Eliminate the 8%/10% Stafford and windfall profits 
provision* 

* Replace it with a new variable rate subsidised 

Stafford with an 8% floor and 12% cap, based on 
the same Treasury Bill rate used currently for 
SLS and PLUS loans, 

* Convert all existing 8%/10% loans to fixed 8% 
loans. 

This would minimize government interest and special 
allowance payments, while maintaining the concept of the 
borrower paying a larger portion of interest than under a 
flat 81 program. It would also minimise administrative 
errors by lenders sines we, and most others, already have 
variable rate programs we administer. (We do not have a 
windfall profit program.) 



2. Issue: RisX Sharing 

Comments ; Risk sharing already exists for lenders in 
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The Horable Willie D. Ford 

June 27, 1991 

Page 

the due diligence procedures currently required for the 
collection for student loans. Additional risk eharinq 
would: 

* Limit student access as lenders will minimise 
their high risk/lev balance loan portfolio 
proportionately. 

* Result in diminished support to etudsnts attending 
eoderate to high default schools, directly 
proportional to the stringency of the risk sharing 
requirements. 

l continue to be required to meet performance standards set 
by sy institution- High cost borrowers will be the first to 
be excluded from our portfolio if new risk sharing costs so 
require. 



3. Issue; special Allowance Payments (SAP) 
goaaenfcai SAP should remain unchanged. 

# Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 

* Change the computation of SAP from a 360 day year 
to a 365 day year. This would save the fedsral 
Government money (on a one time basis} and make 
ED Form 799 more consistent. 



4. Zasu&i simplification of Financial Aid 

Cveatfltgj The financial aid process and administration 
continuss to be very complex for students, parents, 
schools and lendsrs. I recommend simplification in the 
following areas: 



Use only one need analysis calculation for all 
Title XV programs. 

Make Stafford loans available to middle income 
students. 

Reduce the number of deferments for all CSL 
programs to; 

1} in-schoolf for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2) unemployment 

3) total temporary disability 

«) military - including acceptance of other 

documentation (e.g., orders) as certification 
Expend acceptable reasons (documentation, 
notification and certification) for granting 
deferments, (e.g,. Student status Confirmation 
Reports, school letter, loan application, etc.) 
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The Horeble Will law D. Ford 
< June 27, 1991 
Page -3- 

* Allow backdating of in-school deferments to tha 
start of a school tara but not wrt than 180 days- 



5, Imuuli Flexibility in Collection Effort* 

CoMOTntf 1 ac vary concsmsd about tha praaant dua 
diligence requirements. Their prescriptive nature 
makes no uaa of tha experience and expertise of our 
staff in loan collections. Their ia no incentive to 
concantrata on collection*; or.ly a diaincantiva to 
stray from tha prescribed guideline. I suggest i 

* Define new measures that allow use of our 
collection expertise. 

* Define nev measure* that are flexible. 

* Allow cures for un important actions eissed 



6. issues: Tieely Regulation 

CfiMfln&fl I I recommend the following: 

* Require regulations to be created through a 
negotiated rulemaking process, 

* Require regulations to be issued in a tieely 
eannsr that allows for proper system changes 
(including testing) and staff training. 



I am sura you understand ay concern surrounding rumor a of a 
direct loan program to replace the current Stafford program. 
While I have seen no proposal to comment on specifically, I feel 
the comments and suggestions I have made address many of the same 
issues a direct loan program would intend to address, such as 
reduced coats and program simplification* Should a specific 
proposal be put forth, I trust you will solicit input and 
suggestions from the lending community* 1 commit to providing 
input on such a proposal. 



Thank you for your consideration and for your commitment to such 
an important piece of legislation. 



Sincerely, 



inadvertently. 




Vice president 
River Forest Bank 
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June 25, 1991 



The Honorable W1 111dm D. Ford 

United States House ot Representatives 

Washington, 0. C. 2Qb\h-22\h 

Congressman Ford: 

I would Mke to request the following costoents, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford Student Loan Program held by the House 
t>uOcOflw1ttee on PostsecumJary Education. 

The conments that follow address what I would currently consider 
to be the major Guaranteed Student loan (GSL) Issues of concern 
to my institution. As you consider changes and Improvements 
to the Program, please note the concerns and suggestions I 
have listed. 

1. Issue: Stafford Interest rate and associated 

fall profit provision 

Comments: The 8V1UX rate and, especially, the 
windfall profits provision, are both difficult to 
administer and difficult for borrowers to understand, 
1 suggest: 

* Eliminate the 8i/iDS Stafford and windfall profits 
provision. 

* Replace ft with a new variable rate Stafford with an 
8* floor and 12% cap, based on the same Treasury Bill 
rate used currently for 5LS and PLUS loans. 

* Convert all existing 8X/1U* loans to be fl*ed rate 

loans. 
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Th1* would minimize government Interest and special allowance 
payments, while maintaining the Concept of the borrower paying 
a larger portion of Interest than under a flat 81 program. IX 
would alsr minimize administrative error by lenders since we, 
and most others, already have variable rate programs we administer. 
{He do not have any windfall profit programs.) 

2. Issue: Risk Sharing 

Conments: Risk sharing already exists for lenders 1n the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 
would: 

* Limit student access as lenders will minimize their 
high rfsk^low balance loan portfolio proportionately. 
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* Result 1n diminished support ot students attending 
moderate to high default schools, directly proportional 
to the stringency of the risk snaring requirements . 

I continue to be required to meet perform nee standards set by my 
Institution. High cost borrower* will be the first to be excluded 
from our portfolio 1f new risk sharing costs so require. 

3. Issue: Special Allowance Payments (SAP) 
Comments: SAP should remain unchanged. 

* Any reduction In SAP will decrease further the master 
of participating lenders thus adversely affecting 
access to student loans* 

* A change 1n computing SAP, If applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money {on a one 
time oasis}* 

4. i ssue : Simplification of Financial Aid 

foments: The financial aid process and e<ta1n1stratton 
continues to be very complex for students, parents , 
schools end lenders, I recommend simplification 1n 
the following areas: 

* Use only one need analysis calculation for ell 
Title IV program. 

* Nate Stafford loans available to middle Income 
students* 

* Reduce the number of deferments for ell GSl 
programs to - 

1) In- school ; for full time students and degree 
seeking students attending at least naif time 
but less than full time and making satisfactory 
progress 
unemployment 

total temporary disability 
military! Including acceptance of other 
documentation ( e. g., orders) as certification 

* Exp-nd acceptable reasons {documentation, notification 
and certification) for granting deferments- (e. g.» 
Student Status Confirmation Reports, school letter # 
loan application, etc.) 

* Allow backdating of 1n-scnool deferments to the start 
of a school term but not more than ISO days. 

Issue: Flexibility 1n Collection Efforts 
Comments: 1 arc very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff 1n 
loan collections. There 1i no Incentive to concentrate 
on collections; only a disincentive to stray fro- the 
prescribed guidelines. 1 suggest: 

* Define new measures that allow use of our collections 
expertise. 
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• Define new measures that are flexible. 

• Allow cures for actions missed Inadvertently. 

6. Issue: Timely Regulations 

Consents : J recowwend the following: 

* SeVufre regulations to be created through a 
negotiated rulemaking process. 

* Require regulations to oe Issued 1n a timely manner 
that allows for proper system changes ( Including 
testing) and staff training. 

I am sure you understand my concern surrounding rumors of a 
direct loan program to replace the current Stafford program. 
While i have seen no frroposai to comment on specifically. 1 feel 
the comments and suggestions I have made address many of the 
sarae Issues a direct loan program would Intend to address, 
such as reduced costs and program simplification. Should a 
specific proposal oe put forth. I trust you will solicit input 
and suggestions from the lending community. I commit to 
providing Input on such a proposal. 

Thank you for your consideration and for your conrrttment to 
such an important piece of legislation. 



Sincerely, /n 



Iwutt tart Vtwr* 



Km** OmmMur 

Uwm hrfflfi,i*h 




Carol Brown 

Student Loan OfflLer 



Paul Simt>n 
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South Shore Bank 



71 si and Jeftery Bc&ievard 
3T??88t000 



June 26, 1991 



The Honorable wmiaa D. Ford 

United States House of Representatives 

Washington, D. C. 20515-2215 

Dear Congressman Ford; 

I would like to request the following cements, concerning 
reauthorization of the Higher Education Act of 1965, to be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford Student Loan Frogras held by the House 
Subcommittee on Post secondary Education. 

The comments that follow, address what 1 would currently consider 
to be the major Guaranteed Student Loan (GSL) issues of concern to 
my institution. As you consider changes and improvements to the 
Programs , please note the concerns and suggestions X have listed. 

1' Is sue ; 81/10% Stafford interest rate and associated windfall 
profit provision 

Comments : The 8%/ 10% rate and, especially, the windfall profits 
provision, are both difficult to administer and 
difficult tor borrowers to understand. 1 suggest; 



Eliminate the Bft/10% Stafford and windfall profits 
provision. 

Replace it with a new variable rate Stafford with an 
8% floor and 121 cap, based on the same Treasury Bill 
rate used currently for SLS and PLUS loans. 
Convert all existing 81/10% loans to fixed rate 81 
loans* 



This would minimize goverment interest and special allowance pay- 
ments, while maintaining the concept of the borrower paying a 
larger portion of interest than under a flat 8% program. It would 
also minimize administrative error by lenders since we, and most 
others, already have variable rate programs we administer. (We do 
not have any windfall profit programs.) 

2. Issue ; Risk Sharing 

Comments; Risk sharing already exists for lenders in the due 
diligence procedures currently required for the collection of 
student loans. Additional tab* sharing would; 



Limit student access as lenders will minimize their high 
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risk/low balance loan portfolio proportionately. 
Result in dlministed support to students attending voder - 
ate to high default schools, directly proportional to the 
stringency of the risk sharing requirements. 



I continue to be required to meet performance standards sat by my 
institution. High cost borrowers will be the first to be excluded 
from our portfolio if new risk sharing costs so require. 

3. Issue ; Special Allowance Payments {SAP) 
Comments : SAP should remain unchanged* 

Any reduction in SAP will decrease further the number of 
participating lenders thus adversely affecting access to 
student loans 

A change in computing SAP, if applied the first quarter 
of a calendar year, to a 363 day basis could save the 
Federal Goverment money (on a one time basis). 

4. issue s Simplification of Financial Aid 

comments? The financial aid process and administration con- 
tinues to be very complex for students, parents, schools and 
lenders. I recommend simplification In the following areas: 

Use only one need analysis calculation for all Title IV 
programs > 

Make Stafford loans available to middle Income students* 
Reduce the number of deferments for all GSL programs to; 
1) in -school; for full-time students and degree seek- 



ing students attending at lease half-time, but less 
than full-time and making satisfactory progress. 

2) unemployment 

3) total temporary disability 

4) military; including acceptance of other documenta- 
tion (e.g., orders) as certification 

Expand acceptable reasons (documentation, notification 
and certification) for granting deferments, {e.g.. 
Student status Confirmation Reports, school letter, 
loan application, etc.) 

Allow backdating of in-school deferments to the start of 
a school term but not more than 180 days. 



5. Issue s Flexibility in Collection Efforts 

Comments: I am very concerned about *he present due diligence 
requirements. Their prescriptive nature makes no use of the 
experience and expertise of our staff in loan collections. 
There is no incentive to concentrate on collections; only a 
disincentive to stray from the prescribed guidelines. I 
suggest : 



Define new measures that allow use of our collections 
expertise. 

Define new measures that are flexible 
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Allow cures for action* missed inadvertently . 

6. Ihaup : Timely Regulation* 

Comments : 1 r«comn<l the following: 

Require regulations to be created through a negotiated 
rulemaking process. 

Require regulation* to be issued in a timely wanner that 
allows for proper system changes (including testing) and 
staff training, 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made address many of the same ieeues a 
direct loan program would intend to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
forth* 1 trust you will solicit input and suggestions from the 
lending community* I commit to providing input on such a proposal* 

Thank you for your consideration and for your ^rmmitment to such an 
important piece of legislation. 



Sincerely^ 

SOUTH SHORE B^^ ^QHICA^ ^ 

James Fletcher, 
F resident 
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COU WIOR 

June 27, 1991 

The Honorable William D. Ford 

Dnlted Ststei House of Representatives 

Washington, D.C. 20315-2215 

Congressman Ford: 

T would like to request the following consents, concerning reauthorization 
of the Higher Eduretion Act of 1965, be accepted and entered as part of the 
record sssocisted with the June 19, 1991 hearing on the Stafford Student 
Loan Program held by tbs Souse Subcommittee on Foettecondary Education. 

The comments that follow sddrsss what 1 would currently consider to be the 
major Guaranteed Student Loan (GSL) Issues of concern to my institution. 
As you consider changee and Improvements to the Programs, please note ths 
concerns end suggestions 2 have listed, 

1. Issue : 8X/10X Stafford Interest rate and aseocietsd wind' 
fall profit provision 

Comments: The 8X/10X rats and, especially, the windfall 
profits provision, are both difficult to sdminlster and 
difficult for borrowers to understand. 1 suggest: 

* Eliminate the 8X/10T Stafford and Windfall profits 
provision. 

* Replace It with a new variable rate Stafford with sn 
8X floor and I2X cap, based on the seme Treasury Bill 
rats uasd currently for 5LS and PLUS losns, 

* Convert all existing 8X/10X loans to fixed rsts 8X 
loans. 

This would miniates govsnmsnt in.erest and special allowance 
peyments, while maintaining the concept of ths borrower paying 
a lsrgar portion of interact than under a flat 8X program. It 
would slso minimise edalnlstrstivs error by lenders einca we, 
end most others, already have variable rsts programs we adalniatsr. 
(Vs do not have sny windfall profit programs,) 

2 - 1*32*1 Bl9k Sharing 

Comments: Risk sharing slrsady exists for lenders in the 
due diligence procedures currently required for tbs collection 
of student loans. Additional risk sharing would: 
■ Limit student acceee as lenders will minimize thsir 
high riek/low balance loan portfolio proportionately. 



FPfC 
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The Honorable William D» Ford 
June 27, 2991 
Page 2 



* Result in diminished support to students attending 
moderate to high default schools, direct.lv proportional 
to the stringency of the risk sharing requirements. 

I continue to he required to meet performance standards set by 
my institution. High cost borrowers will he the first to be 
excluded from our portfolio if new risk sharing Costs so require. 

l.NSue; Special Allowance Payments (SAT) 
Comme nts: SAP should remain unchanged. 

* Any reduction in SAP vtil decrease further the number of 
participating lenders thus adversely affecting access to 
student loans 

* A change in computing SAP, if applied the first quarter 
of a calendar year* tc a 365 d*v basis could save the 
Federal Government money {on a ^>ne time basis) . 

^* Simplification of Financial Aid 

Comm ents: The financial aid pro, ess and administration 
continues to be very comple* for students, parents, schools 
and lenders. 1 recommeiid simplification in the following 
areas' 

* Use unly one need analysis calculation for all Title IV 
Programs. 

» Make Stafford loans available to middle income students. 

* Reduce the number of deferments fur «11 GSL programs to; 
t) in-school; for full time students and degree seeking 

students attending at least half time but less than 
full time and making satisfactory progress 

?) unemployment 

5) total temporary disability 

U) uilitary; including acceptance of other docuaentat ion 
(e.g., orders) as certification 

* Kxpand acceptable reasons (documentation* notification and 
certification) f«r granting deferments. (e.g., Student Status 
Confirmation Reports, school letter, loan application, etc.) 

* Alio* backdating of in-school deferments to the start of a 
school term but not more than 180 days. 
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The Honorable 
Jnutt 27, 199! 
Pag* 3 



Will lap D. Ford 



5 - Flexibility in Collection Efforts 

C twoti: 1 a* vsry concsrasd about the prssent due 
diligence requirements. Their prsscriptlvs nature 
»ak«s no us* of the sxpsrience and expert l*e of our 
staff in loan collsctlone. Thar* is no incentive to 
concsntrats on collection*; only a disincentive to 
stray from the prescribed guidelinte, I suggest: 

* Define new meaeuree that allow use of our collect lone 
•Xpert lea. 

* Define new weasurss that ers flexible. 

* Allow curee for actions aiesed inadvertently. 

Iseue: Timely Regulations 

Cosasente; 1 recoseeend the following: 

* Require reguletfone to be created through a negotiated 
rulemaking process. 

* Require regulation* to be issued In a timely aanoer 

that allows for proper systes changes (including testing) 
and etaff training. 



I as sure you understand my concern surrounding rumors of a direct loan program 
to replace the current Stafford program. While 1 have eeen no proposal to 
comment on specifically* Z feel the cosnsnts and suggestions 1 have made addreee 
■any of the same issues a direct loan program would intend to addrese* such 
mm reduced coats and program slxpllf icat ion. Should s specific proposal be 
put forth, 1 trust you will solicit input and suggastions froa the lending 
community. 1 cessalt to providing input on such a proposal* 

Thank you for your consideration and for your coanlment to euch en laportant 
piece of legislation. 



Sincerely, 




Regin* Sroadnex 
Student Loan Department 



KH/Jy 

cc: HoDorabls Paul Slson 
U.S. Senate 
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June 25, 1991 

The Honorable William d. Ford 

United States House of Representatives 

Washington, D.C. 20515-2215 

Congressman Ford: 

1 would like to request the following comments, concerning 
reauthorization of the Higher Education Act of 1965 , be accepted 
ana entered as part cl ti*** it cord associated vit.n the :<?, l?}" 1 

hearing on the Stafford Student Loan Program held by the House 
Subcommittee on Postsecondary Education. 

The comments that follow address what I would currently consider to 
be the major Guaranteed Student Loan (CSL) issues of concern to my 
institution. As you consider changes and improvements to the 
programs, please note the concerns and suggestions I have listed. 

1. I&au&i 81/10% Stafford interest rate and associated wind- 
fall profit provision 

Comments : The 81/10% rate and, ©specially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. J suggest: 

Eliminate the 8%/10% Stafford and windfall profits 

provision . 

Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on the same Treasury 
Bill rate used currently for SLS and PLUS loans. 
Convert all existing 8%/10% loans to fixed rate 8% 
i cans . 

TJ»i& wuulu minimis* ^overnm^nt interest and special sllovwnce 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat S% program* It 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer, (we do not have any windfall profit programs*) 

2. IftBJiej Risk Sharing 

f frjiMHAptH : Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 
would: 

Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
proportionately. 
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Result in diminished support to students attending 
moderate to high default school*, directly 
proportional to the stringency of the risk sharing 
requirements • 

I continue to be required to meet performance standards set by 
«y institution. High cost borrowers will be the first to be 
excluded froa our portfolio if new risk sharing costs so 
require. 

3. laiUfil Special Allowance Payments (SAP) 
comments t SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money Con a one 
time basis). 

4. Iftmftj Simplification of Financial Aid 

Cfl — anfcftj The financial aid process and administration 
continues to be very complex for students , parents, 
schools and lenders. X recommend simplification in the 
following areas: 

Use only one need analysis calculation for all 

Title IV programs. 

Make Stafford loans available to middle income 
students. 

Reduce the number of deferments for all GSL 
program to: 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but Iras than full time and making 
satisfactory progress 

2) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e.g., orders) as certification 

Expand acceptable reasons ( documentation , 
notification and certification) for granting 
deferments* (e.g. , Student Status Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not more than 180 days. 

5. issue: Flexibility in Collection Efforts 

comments t I am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections* There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines. I suggest: 

Define new measures that allow use of our 

collections expertise. 



197 



194 



Define new measures that are flexible. 

Allow cures for actions missed inadvertently, 



6. IfifiUfl J Timely Regulations 

CfflBBflPtaJ 1 recommend the following: 

Require regulations to be created through a 
negotiated rulemaking process* 

Require regulations to b«* issued in a tiaely Banner 
that allows for proper system changes (including 
testing) and staff training. 

I as sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program* While I have 
seen no proposal to comment on specifically* 1 feel the comments 
and suggestions I have made address many of the same issues a 
direct loan program would intend to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
forth, I trust you will solicit input and suggestions from the 
lending community* I commit to providing input on such a proposal* 

Thank you for your consideration and for your commitment to such an 
important piece of legislation* 

Sincerely, 



K« A, Frank 
Senior Vice President 






195 



June 25, 1991 

The Honorable William D. ford 

United States House of Representatives 

Washington, D.c, 20515-221^ 

Congressman Ford: 

2 would like to request the following comments , concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford Student Loan Program held by the House 
Subcommittee on Postsecondary Education. 

The comments that follow address what I would currently consider to 
be the major Guaranteed student Loan CCSL) issues of concern to my 
institution. As you consider changes and improvements to the 
Programs, please note the concerns and suggestions 1 have listed. 

1. Issuei 8%/10% Stat lord interest rate and associated wind- 
fall profit provision 

Comments ; The 8%/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. I suggest: 
« Eliminate the 8%/I0% Stafford and windfall profits 
_ provision* 



Issue: Ri s fc sharing — . „ 

Comments; Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharina 
would; ' 

Limit student uccest; as lenders will minimize their 
high risk/low balance loan portfolio 
proportionately. 
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fcesuit in d,:. :w..hra support to students attending 
moderate t .■ funh default schools, directly 
proportional t > the stringency ot the risk sharing 
requi renents , 

1 continue to he required to n<vt performance standards set by 
my institution. High i-ost borrowers will be the first to be 
excluded from our portfolio it now risk sharing costs so 
require. 

3. l££Ufc-L Special Allowance Payments (.SAP) 
CoiamcatSt SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number ot participating lenders thus adversely 
aftectinq access to student loans 

A change in computing iSAP, if applied the t irst 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money (on a one 
time bar, is ) . 

4. issu e: Simplification ot financial Aid 

Commeatsj Thc ' financial aid process and administration 
continues to bo very complex for students, parents, 
schools and lenders. I recommend simplification in the 
following areas: 

Use only one need analysis calculation for all 

Title IV programs. 

Make Stafford loan;, available to middle income 
students . 

Reduce the number of determents for all GSL 
programs to: 

U in-BChuoi; u-i full time students and degree 
seek i in: students attendmq at least half time 
but less than lull time and making 
satisfactory progress 

.» ) unemployment 

;j ) total temporary disability 

4) military; including acceptance of other 
documentation icq., orders) as certification 
expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments. (e.q, , student Status Confirmation 
Reports, school Jotter, loan application, etc.) 
Allow bacKdatinn ot in school deferments to the 
start of u s ■ , ht»ni t#'int but not more than 180 days. 

b. Isgue: Floxit'i:;f . .n •■. . *.vtu»n tffortw 

Comments: 1 an vi t / c»'ii. erned about the present due 
di 1 iqence reiju j i » * ,. r.t s . 
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Allow cures lor actions cussed inadvertently • 



6* Issue: Timely Regulations 

comments ; 1 recommend the following: 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely Banner 
that allows for proper system changes (including 
testing) and staff training. 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specif icaJ ly, I feel the comments 
and suggestions I have made address many of the same issues a 
direct loan program would intend to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
forth f I trust you will solicit input and suggestions from the 
lending community- I commit to pravidinq input on such a proposal. 

Thank you for your consideration *»mi tor your commitment to such an 
important piece of legislation. 

sincerely. 



LAURIE SFVERS 

STUDENT LOAN COORDINATOR 

J.H. MISSISSIPPI VAUTY CV. 

} 7 AVE h KENNEDY DR. 

EAST MOLINF, II, 61 7AA 

309-797-7210 





ERIC 




J3t ? 



198 



Patos IBank andThsst 



June 25, 1991 

The Honorable *;.;iiaa D. Ford 

United States hcjse or Representatives 

Washington, C,c, 2n515-.22i5 

Congressman Fcrd: 

I wouK liV.v t- r.- r;:r. -t r^c iolirv^.ig cr^r^ntr . r.-jorrin^ 
rWtfto-JTir/yi: # ,r,e Si.vtvrr Educaticr Act: cf LSc-. tr eccptK. 
ar.u en-wica part. u.<- ■• *• d^»c^^atru wiu; -ns Juro 1 4 j, ivs- 

.tear • zrt ' ;t*.t T .er;t Loan Program h*ld fcy t.;i-s r^vuj-j 

Tfco jexsr-its t.v-t iwlov a-ijrtiss wn.at i would currently coi.^civ 
be rhr ziclor s^ar ^r.cetc: s— ,«%ani. Loan { C2L) issues ct concern r: ;ry 
institution A- ijhan^ess and imp-ov^er t-- v t*v.- 

ITrrrc^E - plr^oo nr^p -,.V • ;^"<cvv'i*- a;:d suggestions * nave 2 ;- «. -■* 

.la^-iK.'. ^ ?, '.x^-""- :.:.*,t?i'?at. rate am 14 -r**?<: ; 

^*' v " v - : * * ; *^d, ei>p^cia, iV , tnr., vi« *. 

v.--;'*;- ~: r/*r : . -v v V difficuit tc -43. ^r*-. 
a . I * ; . 1 \ . : t . v. ..<v * : t unile r star.a - . \ ; ; i«t * : 

h '. ■«ict< •.«»■ 5t^ r I ord ^nU * 1 - orr: f 

proviaicr. . 

F^pisc*- r. 4:.'.ii a variable r*t j •itufr-'-s w.r.n 
rlccr £n£ .2'. cip . fcased on tr.t •* *re Treasury 
r?.te usr.u current *y for Sis ir.c D T,'Js la^s. 
»;cnvei:t all ^v-st.ng Si/10* loans to iixod rate 
leer: . 

This v:?u**4 r ^ n« r» : ~o T.v»" , r^rt ir^^r^st 2nd c.il-v^'.c^ 
pavr.entH , wr.:..i# n^incair: r/7 the concept ct the sorrower Co/mg 
a larger rzr*:;cn c: mt;:eG: than und^r a flat 8 » pregxex^- 
would els:? "i-niaizs ^ Jmiristrativ* ^rrcr ty lancers r.\^-.^ , 
and "nost c^ers. rirMv have variable ratr prccrnxs w* 
aaroinister. iWe dc net have any windfall profit pr^ara&s. ;. 

2- ^ssue; i«;c)c Snarm: 

gomaents ; Hisl; sharmc already exists frr 1 ?nd*» r i ir the 
due diligence prrcedur^s currently vecui?£>* ior the 
coliecticn of stucar.t ic-ns* Additicn&i risk sharing 
would: 

Limit student zcz^ss as Innders will •x:xir*LZG their 
ruqh risk/low balance lean portfolio 
proport i on a t e 1 7 . 



M*« AMft- l^fiflO Soul* HMrimm A»nv* ( NorfU §*nk 1?ASh M H«rtH>m / flitti M+gm, m«x* ; **ww <W 44* ^» 

fwpt# Bant end ftusl Conystnr / Mmcw ^P*C 
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Result in di&inishsd support to students attending 
moderate to high default schools , direct Ay 
proportional to tne stringency of the xisk sharing 
requirements. 

I continue to be required to aeet performance standards set by 
my institution. High cost borrowers will be the first to be 
excluded from our portfolio if new risk sharing costs so 
require. 

3. Issue; Special Allowance Payments (sap? 
Cpjaarata ; SAP should remain unchanged. 

Any reduction in SAV wilJ decrease f«rth«r the 
nuabar of participating lenders thus adv*r**?y 
«C? tctinc zsccer.r. to »torf*r* loan* 
A change in computing SAP, it appliod the i ji- 1 
tartar ci i c- 1 en.** * v^a , u- * iay cssi r 

could t«"'€ th*» ?eicr«l Gc%*crnssnt soney {.•*) * one 
fine basic) - 

lasue; simplification c* *;n«ncial Aid 
goB g^ents ; The financial dii process rn* ^n^Xnia^'t Ll jx\ 
continues to ho v»ry complex for students, parent.*, 
Scheie}* and l<*nd*rs. I xcccr^cnd cinpli? ;c.n;j^» u- Use 
fwlluwing areas; 

or- 1 y c*- iie^ti *.:£*v&is rr»J*rj;r,t , »^ r . «.o«: sll 
li'.le l- f ^rccrzziz . 

K^ke Ctr.fN-d t'^ii^lc tc smsc*3 

u . *ovl: fcr O.ul time students anv deoreo 

seeking students *ti-Andmo sr least half time 
tut tna-i full tiae an;* r.jifcjnv 

satisfa-tcry prioress 

Z ) unemployment 

: j rotii tesnporarv disability 

4 , &ii;taty; ir*r lading acceptar.ee of oztz : 
documentation (c.o., order?) *<. ^r*^ ilmLvr. 
Lxcand acceptable reasons { decutscntat: an y 
notification and certification) for granting 
def ermen ts - (e.g., Student Status Conf iraet ion 
Reports f school letter , loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school ten but not more than ISO days. 

5. issue: Flexibility in Collection Efforts 

fig ments \ I e& very concerned about the present due 
diligence requirements. Their prescriptive nature saxes 
no use of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections; only a disincentive to stray fro» the 
prescribed guidelines. I suggest: 

Define new eeasures that allow use of our 

collections expertise. 
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Define new measures that are flexible * 

Allow cures for actions missed inadvertently. 



6, issue; Timely Regulations 

ponmgqt a; z recommend the following: 

Require regulations to be created through a 
negotiated rulemaking process* 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing) and staff training. 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, I feel the comments 
ani suggestions I have made address many of tht* sam«* issues a 
4\r»r+ loan ^r*?nram would intend tc addresn, such as reduced co&ts 
and program simplification. Should a specific proposal be put 
forth, I trust you will solicit input ana suggestions from the 
lending TOinnmnitY. I commit to providing input on such a proposal. 

ThanX you for your consideration and for your commitment to sucn *n 
important piece ot legislation. 

r, j ncore - y , 




ERLC 
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©Heritage Glenwood Bank 

l&Wd ft Ma»sird Street* Gltnwod IL 60425 91st Ave ft 159ft) Street. Orfcnd Hills, It 60477 

*708J 755-3800 ^7O0j 403 OOOl 



Juna 23, 1991 



The Ronerabla timiea p, p 0 rd 

United State* House of Representetives 

UesblBfton, D,c. 20515-22U 

CongreaSBsn Fords 

I would Ilk* to rpqufit the following cqmcbsi, concerning 
reemboriietlo n of the Higher Education Act of 1965, ba accepted 
and entered as pert of the record mocUted with the 
June 19, J991 he. ring on the Stafford Student Loan Program held 
by tht Houee SubcoBBlttae on Foateeconder y Education* 

The coBBanta that follow addrraa what I would currantly consider 
in ba ihe wejor Guaranteed Student Loan (GSL) iesuee of concern 
10 ay Institution. Aa you ceneider changea and laproveaente to 
the Progreae, please note tbe concern! and suggestions I have 

listed. 

U L**g*j *ilO\ Stsfford iotereet rata and aaaoclated 
»>ndf«ij profit provision 

CoBBentm The 8/lOX rate sod the windfall profit 
ptovieion mrm pot h difficult to adBioistsr and difficult 
for borrowtra to underetend. I euggeet: 

9 EllBlaate tha 8/10X Stafford and windfall profits 

previa! on. 

Replace It with a new variable rata Stafford with 
an 81 floor end 12* cap, baaed on the seaa 
Treaaury Mil rata uaed currently for SIS and PLUS 
loans* 

• Convert all existing 8/101 loene to fixed rate 81 
loena. 

• If t»ot ellainating 8/10X, allow deferBeots to buap 
ths 8t rate for tbe ease lengtb of the defaraent. 

Thie would BlolBlee goveroaent interest and special 
allowance pay B eute, wblls asintalning tba concept of the 
borrower peying a larger portion of intereat than under a 
flet 8t piogra». It would ilia alniair* sdaini atreti ve 
error by lenders eince we, and aoat otbare, aireedy have 
variable r .-te progrewe we edaioieter (V* do not heve any 
windfall profit progreae.) 

2. la a Bat Rtak Sharing 

Cp— <utn Blab abering already exlete for lesdera In 
tna due diligence procaduraa currently required for the 
collection of atndaet loena. Additional riek aharing 
would i 

Memo** F D * C Equal Opportunity Employer 
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Limit student access as lenders will minimize 
their high risWlow balance loan portfolio 
proport ionately - 
• Result in diminished support to students attending 

moderate to hifth default schools, 

proportional to the stringency of the risk sharing 
requirements. 

I continue to be required to meet performance standards set 
by ay institution. High cost borrowers «U1 be the first to 
be excluded fro* our portfolio if new risk sharing costs so 
requi re # 

3 Issue: Special Allowance Payments <SAF> 
CoMeots: SAP should remain unchanged. 

1 An7 reduction in SAP will decrease further the 

number of participating lenders thus adversely 
nffecting access to student loans, 
A change in computing SAP , if applied lhe first 
quarter of a calendar year, to a 3b5 day basis 
rould sav*> the Federal Government money (on a one 
time basls^. 

4 Issue: Simplification of Financial Aid 

Comments; The financial aid process and administration 
continues to be very comple* for students parents, 
schools, and lenders- I recommend si«pl i f i oat i on in the 
following, areas: 

Use only one need analysis calculation for all 

Title IV programs. 

Hake Stafford loans available to diddle income 
students. 

Reduce thr number of deferments for all t,Sl. 
programs to: 

1) In-school ; for full time student*: and degree 
peefclng students attending at least half-tlm* 
but less than full-tine and caking 
satisfactory progress 

2 ) Unemployment 

'5 ) Total tcmoorarv disability 

4> Military; including arcectance of other 

documentation (e.g. orders) as certification 
S) Tniernship/Residencv; however, if keeping, 

extend t 4 me limitation to longer than 2 years. 

rb most internship residencies exceed this 

t ! Bf * 

Kxpand acceptable reasons (documentation, 
notification and certification) for granting 
deferments (e.g. Student Status Confirmation 
Hepnrts, school letter, loan application, ctr J 
Allow baefcdatin* of in-school defermenta to ihp 
start of a school trrm hat not ©ore than IflO davs. 
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5 * I" 0 * 1 *l*sibility in Collection Effort* 

CoMtBtn I am *ery concerned about the present due 
diligence requirement* , Their prescriptive nature aakea 
no nit of the experience and eipertiae of our staff in 
loan collections* There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines* X suggests 



*• l££g£i finely Regulations 

Comments* I recommend the following: 
• Require regulations to be created through a 

negotiated rulemaking process. 
» Require regulations to be Issued in a timely 
manner that allows for proper system changes 
including teating) and staff training. 

I am sure you understand my concern surrounding rumors of a 
direct loan program to replace the current Stafford program, 
While I have seen no proposal to comment on specifically, I fepl 
the commeots and suggestions 1 have made address many of the same 
issues s direct loan program would Intend to addreae, such as 
reduced costs and progrss simplifications. Should « specific 
proposal be put forth, I trust you will solicit input and 
suggestions fTom the lendiag community. J commit to providing 
input on such a proposal* 

Thank you for your consideration and for your commitment to such 
an Important piece of legislation. 

Sincerely , 



Define new measures thst allow use of our 

collections espertlse. 

Define new measures that are flexible. 

Allow cures for actions missed Inadvertently. 




Kary^lou Rui* 0 
Student Loan Manager 



MLg/dt* 
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Great Lakes Credit Union 

GSEAT LA*£S t IL 60088-8290 
I -800-323-3 160 
(708)689 1510 



June 25 , 1991 

The Honorable William D. Ford 

United States House of Representatives 

Washington, D.C. 20515-2215 

Congressman Ford: 

I would like to request the following comments, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
end entered as part of the record associated with the June 19, 1991 
hearing on the Stafford Student Loan Program held by the House 
Subcommittee on Postsecondary Education. 

The comments that follow address what I would currently consider to 
be the major Guaranteed Student Loan (CSL) issues of concern to my 
institution. As you consider changes and improvements to the 
Programs, please note the concerns and suggestions I have listed, 

1. X&su&i 8%/i0% Stafford interest rate and associated wind- 
fall profit provision , 
mrnmRnts: The 8%/10% rate and, ©specially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. I suggest: 

Eliminate the 81/10% Stafford and windfall profits 
provision. . ^ 

Replace it with a new variable rate Star ford with 
an 8% floor and 12* cap, based on the same Treasury 
Bill rate used currently for SLS and PLUS loans, 
convert ell existing 8t/10t loans to fixed rate 81 
loans. 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program. It 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer. (We do not have any windfall profit programs*) 

2. IssuejL Risk Sharing j ^ 
CoanantgJS KisK sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 
wou Id * 

.Limit student access as lenders will minimi ie their 
high risk/low balance loan portfolio 
proportionately. 
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Result in diminished support to students attending 
moderate to high default schools , directly 
proportional to the stringency of the risk sharing 
requirements. 



I continue to be required to meet performance standards set by 
my institution. High cost borrowers will be the first to be 
excluded from our portfolio if new risk sharing costs so 
require, 

3. la ma s Special Allowance Payments (SAP) 
comments: SAP should remain unchanged. 



Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money (on a one 
time basis). 



4. Xsfittfii Simplification of Financial Aid 

Cflaaanfcfl * The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders. I recommend simplification in the 
following areas; 



Use only one need analysis calculation for all 
Title XV programs. 

Make Stafford loans available to middle income 
students • 

Reduce the number of deferments for all GSL 
programs to: 

1} in -school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2) unemployment 

3} total temporary disability 

4) military; including acceptance of other 
documentation (e.g., orders) as certification 
Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments, (e.g. , Student status Confirmation 
Reports, school letter , loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not more than 180 days. 



5* XSSU&L Flexibility in Collection Efforts 

£cj)BfiXl£&i I am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections? only a disincentive to stray from the 
prescribed guidelines. I suggest: 



Define new measures that allow use of our 
collections expertise. 
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Define new measures that are flexible. 
Allow cures for actions missed inadvertently. 

6. Xflguej Timely Regulations 

PHMintai I recommend the following: 

Require regulations to he created through a 
negotiated rulemaking process. 

Require regulations to be issued in a tisely manner 
that allows for proper system changes (including 
testing) and staff training. 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program, whil e I ha ve 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made address many of the same issues a 
direct lean program would intend to address, such as reducm* costs 
and program simplification. Should a specific proposal be put 
forth, 1 trust you will solicit input ami suggestions from the 
lending community. I commit to providing input on such a proposal. 

Than* you for your consideration ami for your commitment to such an 
important piece of legislation. 

Sincerely, 

GREAT LAKES CREDIT UNION 

NANCY SHITIZ 
UQW OFFICER 



cc: Paul Simon 

United States Senate 
Vashiifcton, DX. 20510-1302 
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MARQUETTE NATIONAL RANK 



June 25, 1991 

The Honorable William D. Ford 

United states House of Representatives 

Washington, D.C. 20515-2215 

Congressnan Ford; 

I would like to request the following comments, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19 f 1991 
hearing on the Stafford student Loan Program held by the House 
Subcommittee on Postsecondary Education. 

The coawnts that follow address what 1 would currently consider to 
be the major Guaranteed student Loan (GSL) issues of concern to ny 
institution. As you consider changes and improvements to the 
Programs, please note the concerns and suggestions I have listed. 

1 - x&fiuai at/10% Stafford interest rate and associated wind- 
fall profit provision 

coBMnts; The 81/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. 1 suggest: 

Eliminate the 8%/iot Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on the same Treasury 
Bill rate used currently for SLS and PLUS loans, 
convert all existing 8%/10% loans to fixed rate 8% 
loans . 

This would minimise government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a fiat 8% program. It 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer. (We do not have any windfall profit programs.) 

2- Issue: Risk Sharing 

coMflntfl : Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 
would; 



Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
proport ionately . 



Ml* SOUTH ttfcSTUN AVtfMrMTAOO HUWOOtttW ***** HOD 
FMUm *JMBJUTMMlJlSUMMDCMrM» ftUWtt MUf FMDNt MOD 
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Result in diminished support to students standing 
aodtrtU to high dsfault schools, directly 
proportional to the stringency of the risk sharing 
requirements - 

j continue to be required to meet perf ormen» B *™*^»*£ £ 
my institution . High cost borrowere will b« the first to be 
excluded froa our poet folio if nw risk aharing costs so 
require* 

3. issue % Special Allowance Payments (SAP) 
gn—jttat SAP should rsssin unchanged. 

Any reduction In SAP will decrease further the 
number of participating lenders thus adversely 
effecting access to student loans 
A change in computing SAP, if applied the firat 
quarter of a calendar year, to a 365 day basis 
could savs the Federal Government money (on a one 
time basis). 

4. i«sue t simplification of Financial Aid 

CflajMUflaj The financial aid process and administration 
continues to be very complex for rtirfsnts, parents, 
schools and lenders. X recommend simplification in the 
following areas j m ^ . 

Use only me need analysis calculation for all 

Tit la XV programs* 

Hake Stafford loans available to middle income 
students* 

Reduce the number of deferments for all GSL 
programs tos m ^ 

1) in-scbool; for full time students and degree 
seeking students attending st least half time 
but less than full time and making 
satisfactory progress 
a) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e.g., orders) as certification 

Expand acceptable reasons { documentation , 
notification and certification) for granting 
deferments* (e.g., Student Status Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in-scbool deferments to the 
•tart of a school term but not more than 180 days. 

5. USUsU Flexibility in collection Efforts 

mmaantiSI * am very concerned about the present due 
diligence requirements. Thsir prescriptive neture makes 
no use of the experience end expertise of our staff in 
loan collections. There ia no incentive to concentrate 
on collectionsi only a disincentive to stray from the 
prescribed guidelines* 1 suggest! 

7 Define new measures that allow use of our 
collections expertise. 




O 1 1 
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Define now Measures that are flexible. 

Allow cures for actions missed inadvertently. 



6, Iflfluai TiMly Regulations 

CaM8Btfli I recommend the following: 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing} and staff training. 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made addreee many of the same issues a 
direct loan program would intend to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
forth , I trust you will solicit input and suggestions from the 
lending community. 1 commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely, 




cc Mr- Paul Sixnon 
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ISO*** stm sm 

PO Bn T62B 



June 25, 1991 



FIRST °f 
AMERICA. 



The Honorable William D* Ford 

United States Mouse of Representatives 

Washington, D,C- 20515-22X5 

Dear Congressman Ford: 

X would like to request the following comments, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford Student Loan Progress held by the House 
Subcommittee on Postsecondary Education* 

The comments that follow address what I would currently consider to 
be the major Guaranteed Student Loan (GSL) issues of concern to my 
institution. As you consider changes and improvements to the 
Programs, please note the concerns and suggestions I have listed. 

i- XUBls 8%/ 10% Stafford interest rate and associated windfall 
profit provision. 

cement a i The 81/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand, 1 suggest: 

Eliminate the 8%/10% Stafford and windfall profits 
provision* 

Replace it with a new variable rate Stafford with an 8% 
floor and 12% cap, based on the same Treasury Bill rate 
used currently for SLS and PLUS loans. 

Convert ail existing 8%/ 10% loans to fixed rate 8% loans. 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program. It 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer. (We do not have any windfall profit programs.) 
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The Honor able William D. Ford 
United States House of Representatives 
June 25* 1991 
Page Two 



t« XflSHI* Risk Sharing. 

ggHMJttt** Risk sharing already exists for lenders in the due 
diligence procedures currently required for the collection of 
student loans. Additional risk sharing would: 

, Limit student access as lenders will minimize their high 
risk/low balance loan portfolio proportionately. 

Resu It in d itsin ished support to students attending 
moderate to high default schools, directly proportional 
to the stringency of the risk sharing requirements. 

I continue to be required to meet performance standards set by 
ay institution. High cost borrowers will be the first to be 
excluded from our portfolio if new risk sharing costs so 
require. 

Special Allowance Payments (SAP). 
CfiBMBifl* SAP would remain unchanged. 

p Any reduction in SAP will decrease further the affecting 
access to student loans, 

A change in computing SAP, if applied the first quarter 
of a calendar year, to a 365 day basis could save the 
Federal Government money (on a one time basis). 

4. Imm * Simplification of Financial Aid. 

fioKfltenta i The financial aid process and administration 
continues to be very complex for students, parents, schools 
and lenders. I recommend simplification in the following 
areas? 

Use only one need analysis calculation for all Title IV 
programs. 

Make Stafford loans available to middle income students. 



2!5 
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?fe# Honorable William D. Ford 
United states House of Representatives 
JUM 25, 1991 
Pago Three 



Reduce the number of dafanpanta tor all CSL programs toi 

1) in-schoolj for full time students Md «^»J 
seeking students attending at least half time but 
lass than full tin* and making eatiefactory 
progress. 

2) unemployment . 

3) total temporary disability, 

4) military; including acceptance of other 
documentation (e.g./ orders) as certification. 

Expand acceptable reasons (documentation, notification 
and certification) for granting defermente, C«-9- * 
Student Status Confirmation Reports, school letter, loan 
application, etc.)* 

Allow backdating of in-school deferments to the start of 
a school term but not more than ISO days. 

5. XffjtUfi! Flexibility in Collection Efforts. 

Co— pta i 1 am very concerned about the present due diligence 
requirements. Their prescriptive nature makes no use of the 
experience and expertise of our staff in loan collections. 
There is no incentive to concentrate on collections? only a 
disincentive to stray from the prescribed guideline. I 
suggest : 

Define new measures that allow use or our collections 
expertise. 

Define new measures that are flexible. 

Allow cures for actions misses inadvertently. 

*• isaua i Timely Regulations. 

CflMf fflf * I recommend the following: 

Require regulations to be created through a negotiated 
rulemaking process. 
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rhe Honorable William d. Ford 
United States House of Representatives 
June 25, 1991 
Page Four 



Require regulations to be issued in a timely wanner that 
allows for proper system changes (including testing) and 
staff training* 



I an eure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program, while I have 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made address many of the same issue a direct 
loan program would intend to address, such as reduced costs and 
program siapiif ication. Should a specific proposal be put forth, 
J trust you will solicit input and suggestions from the lending 
community. I commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely, 



Alvin C. Becker 
President 4 CEO 



ACS: mas 
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COMMUNITY BANK 

OF GREATER PEORIA 



Scleral 5tcHm£ rtamajl. *1&14 309* 686-61 UO Fa* 3OTH>86-7117 



June 25, 1991 



The Honorable William D. Ford 

United States House of Representatives 

Washington, D.c. 20515-2215 

Congressman Ford: 

I would like to request the following consents, concerning 
reauthorization ot the Higher education Act of 1965, be accepted 
and entered as part of the record associated with the June 19 f 1*91 
hearing on the Stafford Student Loan Program held by the House 
Su bco mmittee on Postsecondary Education. 

The comments that follow address what I would currently consider to 
be the major Guaranteed Student Loan fCSL) issues of concern to my 
institution- As you consider changes and improvements to the 
Programs, please note the concerns and suggestions 1 have listed* 

1. Eseua: 8%/10* Stafford interest rate and associated wind- 
fall profit provision 

CommeataJ The 8t/10i rate and f especially, the windfal) 
prof its provision , are both difficult to administer and 
difficult for borrowers to understand, I suggest: 

Eliminate the Rl/10% Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 12* cap, based on the same Treasury 
Bill rate used currently for StS and PLUS loans. 
Convert all existing 81/10% loans to fixed rate 8% 
loans. 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program, it 
would also minimise administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer- (We do not have any windfall profit programs.) 

2. Ittttma *i»fc Sharing , . 
SSZZIntm- Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 

would* a 
Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
proportionately. 
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Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency or the risk sharing 
requirements. 



1 continue to be required to meet performance standards set by 
my institution* High cost borrowers vill be the first to be 
excluded from our portfolio if new risk sharing costs so 
require. 

3. Isaufij Special Allowance Payments (SAP) 
Co.BBflB&ax SAP should remain unchanged. 



Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change i n computing SAP , if appl ied the f i rst 
quarter of a calendar year, to a J*>b day basis 
could save the Federal Government money (on a one 
time basis). 



«• l£&u£i simplification of Financial Aid 

Comnsnt&i The financial aid process and administration 
continues to be very complex for students , parents, 
schools and lenders. 1 recommend simplification in the 
following areas: 



Use enly one need analysis calculation for all 
Title IV programs. 

Make Stafford loans available to middle income 
students. 

Reduce the number of deferments for all GSL 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e.g., orders) as certification 

Expand acceptable reasons (documentation, 
notification and cert if i cat ion) for granting 
deferments, (e.g., Student Status Confirmation 
Reports, school letter/ loan application, etc.) 
Allow backdating of in -school deferments to the 
start of a school term but not more than ISO days. 



Issue: Flexibility in Collection Efforts 
fPWflntfi; 1 am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no us-* of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines. I suggest: 



Define new measures that allow use of our 
collections expertise. 
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Define new measures that are flexible. 

Allow cures tor actions missed inadvertently. 

6. ISSliai Timely Regulations 

cnm«nts: I recommend the following. . . 

C ° MS Sire regulations to be created through a 
negotiated rulemaking process. . . » ann er 

Require regulations to be issued in a tinely »anner 
that allows for proper system changes {including 
testing) and staff training. 

1 a. sure you understand Nay cojcjjj £££££^££1^ 
loan program to replace tn % cu "«*f *? * ITiiv I feel the comments 
seen no proposal ^ "^of tie sa-e issues a 
and suggestions 1 have made a | d ™ ss dd ^ 8 "* ^ as reduced costs 
direct loan program would intend to "^Jf^frf" proposal be put 
fStr^Tru.fy^vm^oHcf^tput anT su^esuSns fro. The 
f lenSng commufitj I commit to providing input on such a proposal. 
Thank you for your consideration and for your commitment to such an 
important piece of legislation. 



sincerely. 



Jill A. Callow 
Loan Officer 
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iMA JOT 7300 

June 25, 1991 

The Honorable Will law d. Ford 

United States House of Representatives 

Washington, D.C. 20515-2215 



CangresBaan Fordi 



I would like to request the following consents, concerning reauthoriza- 
tion of the Higher Education Act of 1965, be accepted and entered as 
part of the record associated with the June 19, 1991 hearing on the 
Stafford Student Loan Program held by the House Subcommittee on 
Postsecondary Education, 



The comments that follow address what I would currently consider to be 
the major Guaranteed Student Loan iGSL) issues of concern to my institu- 
tion. As you consider changes and improvements to the Programs, please 
note the concerns and suggestions listed, 

1. Issue i 8% /10t Stafford interest rate and associated windfall profit 
provision 

Comments The SI/10% rate and,, especially, the windfall profits 
provision, are both difficult to administer and difficult for bor- 
rowers to understand* I suggests 

* Eliminate the 8 Viet Stafford and windfall profits provision. 

* Replace it with a new variable rate Stafford with an 8% floor and 
12% cap, based on the same Treasury Bill rate used currently for 
SLS and PLUS loans. 

* Convert all existing 81/19% loans to fixed rate 81 loans. 

This Mould minimize government interest and special allowance payments, 
while maintaining the concept of the borrower paying a larger portion of 
interest than under a flat 8% program* It would also minimize ad- 
ministrative error by lenders since *s, and most others, already have 
variable rata programs we administer, {We do not have any windfall 
profit programs . ) 
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* 2. Xfsue* Risk Sharing 

Comment! i Risk sharing already exists for lenders In the due dili- 
gence procedures currently required for the collection of student 
lonv. Additional risk sharing would* 

* Limit student access aa lenders will minimize their high risk/ lev 
balance loan portfolio proportionately, 

* Rasult in diminished support to students attanding moderate to 
high dsfault schools, diractly proportional to the stringency of 
the risk sharing raqul r i n a nt s. 

X continue to bs required to meet performance standards set by my in- 
stitutieo. High cost borrowers trill be tha first to be excluded from 
our portfolio if new risk sharing costs so require* 

3* Issue i Special Allowance Payments (SAP) 
Comments* SAP should remain unchanged. 

* Any reduction in SAP sill decrease further the number of partici- 
pating lenders thus adversely affecting access to student loans. 

* A change In computing SAP, if applied the first quarter of a 
calendar year, to a 365 day basis could save the federal Govern- 
ment money (on a one time basis). 

4. Issue i Simplification of financial Aid 

Cnamnti i The financial aid process and administration continues to be 
very complex for students, parents, schools and lenders. I recommend 
simplification in the following areaii 

* Use only one need analysis calculation for Title IV programs. 

* Make Stafford loans available to middle income students, 

* Reduce the number of deferments for all CSL programs toi 

1} in- school; for full-time students and degree seeking students 
attanding at least half-time but less than full-time and making 
satisfactory progress 

2) unemployment 

3) total temporary disability 

4) military? including acceptance of other documentation (e.g., 
orders) as certification 

* Expand acceptable reasons (Documentation/ notification and 
certification) for granting deferments, (e.g., Student status 
Confirmation Reports, school letter, loan application, etc.) 

* Allow backdating of in-school deferments to the start of a school . 
term but not mora than 180 days. 
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5. I*m* flexibility in Collection Efforts 

CowenUi X as very concerned about the present due diligence 
requirements. Their prescriptive nature makes no use of the ex* 
perlence and expertise of our staff in loan collections, there is no 
incentive to concentrate on collections* only a disincentive to stray 
from the prescribed guidelines. I suggest! 

* Define new measures that allow use of our collections expertise. 

* Define new measures that are flexible, 

* Allow cures for actions missed inadvertently. 

Issues Timely Regulations 

Comments i I recommend the following* 

* Require regulations to be created through a negotiated rulemaking 
process. 

* Require regulations to be issued in a timely manner that allows 
for proper system changes {including tasting) and staff training. 

I m sure you understand my concern surrounding rumors of direct loan 
program to replace the current Stafford program. While I have seen no 
proposal to comment on specifically, I feel the comments and suggestions 
I have made mAAimBm many of the same issues a direct loan program would 
intend to address , such as reduced costs and program simplification. 
Should a specific proposal be put forth, I trust you will solicit input 
and suggestions from the lending community, I commit to providing input 
on such a proposal , 

Thank you for your consideration and for your commitment to such an im- 
portant piece of legislation, 

Sincerely, 



.1 




Patricia A, Schuster 
Student Loan Administrator 



cci The Honorable Paul Simon 
The Honorable Jerry Costello 
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Fbooc TO 491-6000 



June 25, 1991 

The Honorable William D, Ford 

United States House of Representatives 

Washington, D.c. 20515-2215 

Congressman Ford; 

1 would like to request the following convents , concerning 
reauthorization of the Higher Education Act of 19*5, be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford student Loan Program held by the House 
subcommittee on Posts econdary Education. 

The comments that follow address what X would currently consider to 
be the major Guaranteed Student Loan (GSL) issues of concern to ay 
institution. As you consider changes and improvements to the 
Progress , please note the concerns end suggestions I nave listed. 

1 - laauai 81/10% Stafford interest rats and associated wind- 
fall profit provision 

eomantai The 8%/lOt rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand- I suggest? 

Eliminate the 8%/10% Stafford end windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on the ease Treaeury 
Bill rate used currently for SLS and PLUS loans. 
Convert ell existing 8%/lQt loans to fixed rate 81 
loans. 

This would minimi is government interest end special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under e flat 8% program. It 
would also minimise administrative error by lenders sines we, 
and most others, already have variable rate programs we 
administer, (we do not have any windfall profit programs . } 

2. i««u« : Risk sharing 

ftwfitu Risk sharing already exists for lenders in the 
due diligence p r oce d ures currently required for the 
collection of student loans. Additional risk sharing 
would: 

Limit student access am lenders will minimize their 
high risk/low balance loan portfolio 
proportionately. 



Subwdaiy at NBD Bancxxp. Inc. 
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Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk sharing 
requi resents . 

I continue to be required to »©et performance standards set by 
ay institution* High cost borrowers will be the first to be 
excluded from our portfolio if new risX sharing costs so 
require. 

3. iflfiuex Special Allowance Payments (SAP) 
^mmnents: SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money (on a one 
time basis). 

4. iaflilfll Simplification of Financial Aid 

comments t The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders, 1 recommend simplification in the 
following areas: 

use only one need analysis calculation for all 

Title IV programs. 

Hake Stafford loans available to middle income 
students * 

Reduce the number of deferments lor all est. 
programs to: 

X ) in-scftool; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2) unemployment 

3) total temporary disability 

$) military; including acceptance of other 
documentation (e.g., orders) as certification 
Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments, (e.g., Student Status Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not more than 180 days. 

5. i&suej. Flexibility in Collection Efforts 

COfflfflsntfii 1 am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines. I suggest: 

Def ine new measures that ail ow use of our 

collections expertise. 
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Define new measures that are flexible. 

Allow euros for actions missed inadvertently. 

6. Issue: Timely Regulations 

gomraontiH t i recommend the following: 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing) and staff training. 

2 as sure you understand ay concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, 2 feel the comments 
and suggestions I have made address many of the same issues e 
direct loan program would intend to address r such as reduced costs 
and program simplification. Should a specific proposal be put 
forth, i trust you will solicit input and suggestions from the 
lending community, z commit to providing input on such a proposal. 

Than* you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely, 



Carolyn Hsu 

Student Loan Counselor 
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June 25, 1991 

The Honorable WHJJamD. Ford 

United Stales House of Representatives 

Washington, D C. 20525-2215 

Conyjaasmtin FuJtf: 

I would tike to request the following comments, concerning reauthorization of the Higher 
Education Act of 1965, be accepted and entered as part of the record associated with the 
June 19, 1991 hearing on the Stafford Student Loan Program held by the House 
Subcommittee on Postsecondary Education, 

The comments that follow address what I would currently consider to be the major 
Guaranteed Student loan (GSL) issues of concern to my institution. As you consider 
changes and Improvements to the programs, piease note the concerns and suggestions I 
have listed. 

1 . Issue; 8%/10% Staford Interest rate and associated windfall profit 
provision 

Comments; The 8%/10% rate and, especially, the windfall profits 
provision, are both difficult to administer and difficult for 
borrowers to understand. I suggest: 

Eliminate the 8%/ 10% Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with an 8% 
floor and 12% cap, based on the same Treasury 
Bill rate used currently for SIS and PLUS loans. Convert 
an existing 8%f10% loans to fixed rate 8% loans. 

This would minimize g o vern m ent interest and special allowance 
payments, while maintaining the concept of the borrower paying a 
larger portion of interest than under a flat 8% program, it would also 
minimize administrative error by tenders since we. and most others, 
already have variable rata programs we administer (We do not have 
any windfall profit programs.) 

2. Issue; Risk Sharing 

Comments; Risk sharing already exists for lenders in the due 
diligence procedures currently required for the collection of 
student loans. Additional risk sharing wouJd: 
* Limit student access as fenders w$ minimize their high 
risk/low balance toan portfolio proportionately. 
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Besuft in diminished support to students attending moderate to high 
default schools, dJrectiy proportional to the stringency of the risk sharing 
naqu&fcroents. 

1 continue to be required to meet performance standards set by my institution. High 
cost borrowers wtfl be the first to be excluded from our portfolio rf new risk sharing 
costs so require. 

3 . Issue; Special At tow ance Payments (SAP) 
Qommertte; SAP should remain unchanged 

Any reduction in SAP wffl decrease further the number of participating 
tenders thus adversary affecting access to student loans 
A rfianss * computing SAP, rf appiied the first quarter of a calendar 
year, to a 365 day basis could save the Federal Government mo*iey <on 
a one time basis). 

4. issue; SimpBcation of Finandai Aid 

Co^Timaots: The financial aid process and administration continues to be very 
complex for students, parents, schools and tenders. I recommend 
simplification In the foHowtng areas: 

Use only one need analysis calculation for all Title IV programs. 

Make Stafford loans available to middle Income students. 

Reduce the number of deferments for aB QSl programs to: 

1) m-schooJ; for tufl time students and degree seeking 
students attending at least half time but less man full 
time and making satisfactory progress 

2) unemployment 

3 total temporary tfisabfMy 

4) military; Inducing acceptance of other documentation 

(eg., orders) as certification 
Expand acceptable reasons {documentation, notification 
and certification) tor granting determents, (e.g , Student 
Status Confirmation Reports, school tetter, loan application, 
etc.) 

AMow backdating of tn-school deferments to the start of a 
school term but not more than 180 days, 

5. Issue; Flex Witty in Collection Efforts 

Cornmenfe; I am very concerned abut the present due diligence 
requirements. Their p re scrip tive nature makes no use of the 
experience and expertise of our staff in loan collections. There is 
no incentive to concentrate on collections; onfy a disincentive to 
stray from the prescribed guidelines. I suggest: 

Define new measures that allow use of our collections 

expertice. 

Define new measures that are flex tote. 
* Allow cures for actions missed inadvertently. 
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6 Issue; Timely Regulations 

Comments: I recommend the toBowing: 

Require regulations to be created through a negotiated rulemaking 

SeqSre regulations to be issued in a timely manner mat aBows tor 
proper system changes (Including testing) and staff training, 

I am sure you understand my concern surrounding rumors ol a direct loan program to 
replace the current Stafford program. Whtte I have seen no proposal to comment on 
specifically, I feel me comments and suggestions i have made address marry of the same 
issues a direct toan program would intend to address, such as reduced costs and program 
ffmpWcatls* 5*r!**K! T •p^cftu pmpcmi be put forth, I trust you wtfl soWcft input and 
suggestions from the tending community, 1 commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an important piece of 
legislator 

Sincerely, 
SonfalCoton 

Student Loan Representative 
Harris Trust and Savings Bank 
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W.Craig Addison 

June 25, 1991 

The Honorable William D. Ford 

United States House of Representatives 

Washington, D.C. 20515-2215 

Congressman Ford: 

I would like to request the following comments, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19, 1991 
hearing on the Stafford Student Loan Program held by the House 
Subcommittee on Postsecondary Education, 

The consents that follow address what X would currently consider to 
be the major Guaranteed Student Loan iGSL) issues of concern to my 
institution. As you consider changes and improvements to the 
Programs , please note the concerns and suggestions I have listed. 

1* Issue; 61/10% Stafford interest rate and associated wind- 
fall profit provision 

comarnita; The 8%/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand* I suggest: 

Eliminate the 8%/lot Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on the same Treasury 
Bill rate used currently for SLS and PLUS loans * 
Convert all existing 81/10% loans to fixed late 8% 
loans. 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program. It 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer. (We do not have any windfall profit programs.) 

2* laflaft i Risk Sharing 

C npqflnt ft t Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans* Additional risk sharing 
would: 

Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
pro port i onat e 1 y . 
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Result in diminished support to students attending 
moderate to high default schools , directly 
proportional to the stringency of the risk sharing 
requirements . 

I continue to be required to meet performance standards set by 
ay institution. High cost borrowers will be the first to be 
excluded from our portfolio if new risk sharing costs so 
require* 

3, IfiSUfii Special Allowance Payments (SAP) 
gpjBBnfca ■ SAP should remain unchanged* 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money (on a one 
time basis) . 

4, Iss u ?: Simplification of Financial Aid 

CPBUaentfl ■ The financial aid process and administration 
continues to be very complex for students , parents , 
schools and lenders. I recommend simplification in the 
following areas: 

Use only one need analysis calculation for all 

Title IV programs. 

Make Stafford loans available to middle income 
students. 

Reduce the number of deferments for all GSL 
programs to? 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2 ) unemployment 

3) total temporary disability 

4) military? including acceptance of other 
documentation (e.g., orders) as certification 

Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments, (e.g., Student Status Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not sore than 180 days. 

5* Issue: Flexibility in Collection Efforts 

frftfflimnt fl* 1 am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections* There is no incentive to concentrate 
on collections: only a disincentive to stray from the 
prescribed guidelines. I suggest: 

Define new measures that allow use of our 

collections expertise. 
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Define new measures that are flexible. 

Allow cures for actions missed inadvertently. 

6* issue: Timely Regulations 

gflmffltau 2 recommend the following: 

Requx re regul ati ons to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing) and staff training. 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, I feel the comments 
and suggestions X have made address many of the same issues a 
direct loan program would intend to address, such as reduced costs 
and program simplification* Should a specific proposal be put 
forth, X trust you will solicit input and suggestions from the 
lending community. 2 commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

sincerely, 

rxfts? xatiohax. aim m thust compavy 

— 

W. cJ Addison 
Loan Officer 

WCA: jw 

cc; The Honorable Paul Simon, United States Senate 

The Honorable Glenn Poshard, United States House of 
Repr esenta t i ves 
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June 25, 1991 

The Honorable William D. Ford 

United States House of Representatives 

Washington, D- C. 20515-2215 

Congressman Ford: 

I would like to request the following comments, concerning 
reauthov Uation of the Higher Education Act of 1965, be accepted 
and entered as pert of the record associated with th* June 19, 19*1 
hearing on the Stafford student toan Program held by the House 
Subcommittee on Poet secondary Education. 

The comments that follow address what I would currently consider to 
be the major Guaranteed Student Loan (GSL) issues of concern to my 
institution. As you consider changes and improvements to the 
Programs, please note the concerns and suggestions I have listed. 

1. iJftfiiiej 81/10% Stafford interest rate and associated wind- 
fall profit provision 

Comments: The 8%/ 10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. I suggest: 

Eliminate the 8%/10% Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8* floor and 121 cap, based on the same Treasury 
Bill rate used currently for SLS and PLUS loans. 
Convert all existing 8%/ 10% loans to fixed rate 8% 
loans . 

This would minimize government interest and special allowance 
payments while maintaining the concept of the borrower paying a 
larger portion of interest than under a flat 8% program. It would 
also minimire administrative error by lenders since we, and most 
others, already have variable rate programs we administer. (We do 
not have any windfall profit programs.) 

2. Isaue_i Risk Sharing 

£ojRffignts_i Risk sharing already sxists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 
would: 

Limit student access as lenders will minimize their 
high risk/ low balance loan portfolio 
proportionately . 
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Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk sharing 
requirements. 

I continue to be required to meet performance standards set by 
my institution. High cost borrowers will be the first to be 
excluded from our portfolio if new risk sharing costs so 
require. 

3. Issue: special Allowance Payments isaP; 
C omments; SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affection access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis could 
save the Federal Government money (on a one time 
basis) . 

<• Issue.; Simplification of Financial Aid 

Comments; The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders. 1 recommend simplification in the 
following areas: 

Use only one need analysis calculation for all 

Title IV programs. 

Hake Stafford loans available to middle income 
students. 

Reduce the number of deferments for all CSL 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time ana maxmg satisfactory 
progress 

2) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e*g., orders) as certification 

Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments, (e.g,. Student Status Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not more than iso days. 
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S. Issue; Flexibility in Collection El forts 

CgJBB M&fi ■ I am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise *if our staff in 
loan collections. There is no incentive to concentrate 
on collections; only a disincentive to stray froia the 
prescribed guidelines. I suggest: 

Define new measures that allow use of our 

collections expertise* 

Define new measures that are flexible 

Allow cures for actions missed inadvertently. 

Issue ; Timely Regulations 

Comments: I recommend the following! 

Require regulations to be created through a 

negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing) and staff training. 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, I feel the comments 
direct loan program would intend to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
forth, I trust you will solicit input and suggestions from the 
lending community, I commit to providing input on such a proposal. 



Thank you for your consideration and for your commitment to such 
important piece of legislation. 



an 



Sincerely, 



Ronald Suits 

Senior Vice President 



RS/sam 
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June 26, 1991 



The Honorable William D. Ford 

United States Bouse Of Representatives 

Washington, D.C. 20515-2215 

Congressman Ford: 

I would like to request the following comments, concerning reauthorization 
of the Higher Education Act of 1965, be accepted and entered as part of the 
record associated with the June 19, 1991 hearing on the Stafford Student Loan 
Program held by the House Subcommittee on Post secondary Education. 

The comments that follow address what 1 would currently consider to be the major 
Guaranteed Student Loan (GSL) issues of concern to my institution* As you 
consider changes and improvements to the Programs, please note the concerns and 
suggestions 1 have listed. 

1, Issue ; 8Z/I0Z Stafford interest rate and associated windfall 
profit provision. 

Comments: The BX/10% rate and, especially, the windfall profits 
provision r are both difficult to administer and difficult for 
borrowers to understand. I suggest: 

Eliminate the 8J/10* Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with an 
SZ floor and 12% cap. based on the same Treasury Bill 
rate used currently for SLS and PLUS loans* 
Convert all existing 8X/10I loans to fixed rate &% loans. 

This would minimize government interest and special allowance payments, 
while maintaining the concept of the borrower paying a larger portion 
of interest than under a flat B% program. It vouJd also minimize 
administrative error by lenders since we, and most others ♦ already 
have variable race programs we administer* (We do not h?ve any windfall 
profit programs.) 

2 - Issue ; Risk Sharing 

Comments : Risk sharing already exists for lenders in the due 
diligence procedures currently required for the collection of 
student loans. Additional risk sharing would: 



Limit student access as lenders will minimize their high 
risk/low balance loan portfolio proportionately. 
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Result in diminished support to students attending moderate 
to high default schools, directly proportional to the 
stringency of the risk sharing requirements. 

I continue to be required to meet performance standards set bv ffl y Institution, 
High cost borrowers will be the first to be excluded from oui portfolio if 
new risk sharing costs so require. 

3- Ii)sue i Special Allowance Payments (SAP) 
Comments : SAP should remain unchanged. 

Any reduction in SAP will decrease further the number of 
participating lenders thus adversely affecting access to 
student loans 

A change in computing SAP, if applied the first quarter 
of a calendar year, to a 365 day basis could save the 
Federal Government money (on a one time basis). 

4 * j 8sue : Simplif Ication of Financial Aid 

C omments ; The financial aid process and administration continues 
to be very complex for students, parents, schools and lenders, I 
recommend simplification in the following areas: 

t^se only one need analysis calculation for all Title IV 

programs , 

Make Stafford loans available to middle income students. 
Reduce the number of deferments for sll QSh programs to: 

1) in-school; for full time students and degree seeking 
students attending at least half time but less than 
full time and making satisfactory progress. 

2) unemployment 

0 total temporary disability 

4) military; including acceptance of other documentation 

(e.g., orders) as certification. 
Expand acceptable reasons (documentation, notification and 
certification) for granting deferments, (e.g.. Student Status 
Confirmation Reports, school letter, loan application, etc) 
Allow backdating of in-school deferments to the start of a school 
term but not more than ISO days. 

S ' l8sufi : Flexibility in Collection Efforts 

Comments: 1 am very concerned about the present due diligence requirements. 
Their prescriptive nature makes no use of the experience and expertise of 
our staff in loan collections. There is no incentive to concentrate on 
collections; only a disincentive to stray from the prescribed guidelines, 
1 suggest: 

Define new measures that allow use of our collections expertise. 

Define new measures that are flexible. 

Allow cures for actions missed inadvertently. 
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6. Issue: Timely Regulations 

^f re USES ?X°l\Z%\ M a negotiated rul-U.. 
process. i-.„-,i in a timely ©anner that allows 

, . Q mmnrs of a direct loan program 
l „ sure you understand ""^ M 8 L no proposal to cogent 
to replace the current ^ 8 lon8 I ha ve made address -an, of 

on apecifically. I feel the coissents and suggest address> 8Uch a9 reduced 

the U issues s direct -^^1 ^ic proposal be put forth. 1 

coZit to providing input on such a proposal. 

, U „H for vour commitment to such and important 

Thank you for your consideration and for your c« 
piece of legislation. 

Sincerely. 

BOATMEN'S NATIONAL BANK OF CHARLESTON 

(Mrs.) Sara Jane Preston 
President 
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W. Craig Addison 

loan OtTfcer 



June 25, 1991 ^ffl T 

The Honorable willian D. Ford 

United States House of Representatives 

Washington, D.c. 20515*2215 

Congressman Ford: 

1 ^K Xd < H* B to * request ttB following comments, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entered as part of the record associated with the June 19 f 1991 
hearing on the Stafford student Loan Program held by the House 
Subcommittee on Posts econdary Education. 

The comments that follow address what I would currently consider to 
be the major Guaranteed Student Loan (CSL) issues of concern to my 
institution- As you consider changes and improvements to the 
Programs, please note the concerns and suggestions I have listed. 

1- lasufii 81/10% Stafford interest rate and associated wind- 
fall profit provision 

Cg aa snts: The St/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. I suggest: 

Eliminate the 81/10% Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, based on the same Treasury 
Bill rate used currently for SLS and PLUS loans. 
Convert all existing 8%/10% loans to fixed rate 8% 
loans. 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program/ it 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer- (We do not have any windfall profit programs.) 

2. issue; Risk sharing 

Bmrntsj Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharina 
would: 

Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
proportionately. 
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Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk sharing 
requirements • 

X continue to he required to Met performance standards set by 
sy institution. High cost borrowers will be the first to be 
excluded from our portfolio if new risX sharing costs so 
require* 

3. Issue: Special Allowance Payments (SAP) 
CftBBtintP* SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money (on a one 
time basis)* 

4, issues Simplification of Financial Aid 

rowBiftnts! The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders. I recommend simplification in the 
following areas: 

Use only one need analysis calculation for all 

Title IV programs. 

HaXe Stafford loans available to middle income 
students. 

Reduce the number of deferments for all CSL 
programs to: 

X) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2 ) unemployment 

3) total temporary disability 

4) military? including acceptance of other 
documentation (e.g. , orders) as certification 

Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments, (e.g., Student Status Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in -school deferments to the 
start of a school term but not more than 180 days. 

5. i ff spa: Flexibility in Collection Efforts 

gg g p ajpfca; I am very concerned about the present due 
diligence requirements - Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections: only a disincentive to stray from the 
prescribed guidelines. I suggest: 

Define new measures that allow use of our 

collections expertise. 
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Define net* measures that are flexible* 
Allow cures for actions missed inadvertently* 



6. issue; Timely Regulations 

£fi5B&Bn£ai I recommend the following: 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that alloys for proper system changes (including 
testing) and staff training. 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program* While x have 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made address many of the same issues a 
direct loan program would intend to address, such as reduced coats 
and program simplification* Should a specific proposal be put 
forth, X trust you will solicit input and suggestions from the 
lending community. I commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely, 

TOST HATIOSAL BAKE ABO TRUST COMMIT* 



W. C. Addison 
Loan Officer 

WCA: jv 

cc; The Honorable Paul Simon , United States Senate 

The Honorable Glenn Poshard, United States House of 
Representat i ves 
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1 3057 S Western Ave B*ue island, tWmo4S 60^06 <70B)3B5??0O 
June 25, 1991 

The Honorable William D. Ford 

United States House of Representatives 

Washington, D.C. 20515-2215 

congressman Ford: 

1 would like to request the following comments , concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
nd entered as part of the record associated with the June 19, 1991 
hearing on the Stafford Student Loan Program held by the House 
subcommittee on Postsecondary Education* 

The comments that follow address what I would currently consider to 
be the major Guaranteed Student Loan (GSL) issued of concern to my 
institution. As you consider changes and improvements to the 
Programs, please note the concerns and suggestions 1 have listed. 

1. issues 8%/10% Stafford interest rate and associated wind- 
fall profit provision 

C omments; The 8%/lOt rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand. I suggest: 

Eliminate the Sl/10% Stafford and windfall profits 

provision. 

Replace it with a new variable rate Stafford with 
an 8t floor and 12% cap, based on the same Treasury 
Bill rate used currently for SLS and PLUS loans, 
convert all existing 8%/iot loans to fixed rate 8% 
loans. 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 8% program. It 
wouid also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer. (We do not have any windfall profit programs.) 

2. issue; Risk Sharing 

Comments! Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 
would: 

Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
proportionately. 
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Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk sharing 
requirements . 



X continue to be required to meet performance standards set by 
my institution. High cost borrowers mill be the first to be 
excluded from our portfolio if new risk sharing costs so 
require. 

3. issue t special Allowance Payments (SAP) 
rpBPflntfli SAP should remain unchanged . 



Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money (on a one 
time basis)* 



4. Isaug: Simplification of Financial Aid 

figmranfca * The financial aid process and administration 
continues to be very complex for students, parents, 
schools and lenders. I recommend simplification in the 
following areas s 



Use only one need analysis calculation for all 
Title XV programs. 

Hake Stafford loans available to middle income 
students. 

Reduce the number of deferments for all gsl 
programs tos 

1) in-school; for full time students and degree 
seeking students attending at least half tine 
but less than full time and making 
satisfactory progress 

2 ) unemp loyment 

3) total temporary disability 

4) military* including acceptance of other 
documentation (e.g. , orders) as certification 

Expand acceptable reasons (documentation , 
notification and certification) for granting 
deferments, (e.g. , Student Status Confirmation 
Reports , school letter, loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not more than 180 days. 



5. ifi&uei Flexibility in Collection Efforts 

conments? x am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections* There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines* X suggest: 



Def ine new measures that al low use of our 
collections expertise. 
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Define new measures that are flexible. 

Allow cures for actions missed inadvertently, 

6. issues Timely Regulations 

Crrmft nV I recomwd the following: 

.Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing) and staff training. 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program. While I have 
seen no proposal to comment on specifically, I feel the comments 
end suggestions I heve made address many of the »^ ±* s ^ * 
direct loan program would intend to address, such as reduced costs 
and program simplification. Should e specific proposal be put 
forth f I trust you will solicit input am! suggestions from the 
lending community. I commit to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
important piece of legislation. 

Sincerely f 

Sheila A. B*r*n* 

Student loan Representative. FNddI 



SAC/sc 



CC: Senator V&ul Mmon 
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June 21 , t 99T 



The Honorable* WilXiam D. Ford 

United States House of Kcpresentatives 

Washinqton, l?.c- 20515-7215 

Congressman Simon : 

I would like to request the following comment*, concerninq 
reauthorization or the Higher Education Act of 1965, be accepted 
aC ° f 55" rccord ■"-'*iat«d with the June 19, 

991 hearinq on the Stafford student Ismn Program held by the 
House Subcommittee on Tostsecondary Education. 

The comments that follow address what I would currently conside* 
inJT* t ?tt« r < lUaront *« d ^udent I,oan ( C Sh) issues of concern to my 
institution as you consider changes and improvements to the 
iroorams, please note the concerns ami suqqestions I have listed! 

windfall profit provision 

Comm^ntfi: The 8«/l0t rate and, especially, '.hr- 

windfall profits provision, are both difficult to 
administer and difficult for borrower* to understand, 
I surest; 

riiminato the 8%/l0% Stafford and windfall profits 
provision, ' 
Replace it with a new variable rate Stafford with 
an 8% floor and 12% cap, ha S «. d on the same 
Treasury Bill rate used currently for si«S ana PUIS 
loam>, 

Convort all existinq B%/10% loans to fixed rate 6% 
loans . 

This would minimize uovernment interest and special allowance 
payments, while maintaining the concept of the borrower piyin« a 
Urn** portion of interest than under a flat 8* program, u would 
o hers nTreLv ^*»*»*}"f by lenders since we, and most 
others, already have variable rate programs we administer 
do not have any windfall profit programs.) 



{We 
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2. I ssue; Risk Sh^rtnP 

Comm ents: Bisk sharinq already exists for lenders 
in the due diliqence procedures currently required 
tor the collection Of student loans. Additional 
risk sharing would: 

• T«lmit student access as lenders will minimize 
their hiqh risk/low balance loan portfolio 
proportionately* 

Result in diminished support to students 
attending moderate to high default schools, 
directly proportional to the strinaency of 
the risk shariny requirements. 
1 continue to lx> required to meet performance standards net 
by my institution, Hiqh cost borrowers will lie the first to 
be excluded from our portfolio if new risk sharinn costs sr, 
requite. 

1. £ssujp: .Special Allowance Payments (SAD 
c omments ? ^ AF> should remain unchanged* 

Any reduction in SAP will decrease further 
the number of iwrticipat i. q lenders thui^ 
adversely affecting access to student loanr, 
, A change in computing XkV, if applied the 
first quarter of a calender year P to a **6 r » 
day basis could save the Federal Government 
money Ion a one time basis). 

4, Issue : Simplification of finanrjal Aid 

Comm ents; The financial <*ld {.recess and 

administration continues to l*e very complex for 
students, parents, schools ami lenders. 1 
recommend simplification in the following areas: 
, H*ie only one need analysis; calculation toi 
all Title IV programs. 

Make Stafford loans available to middle 
income students. 

deduce the number of dofermentf; for all t*T,U 
programs to: 

1) in school; for full time students and 

dearer scekinq students attending at 
least half time but less thin full t i:ne 
and making satisfactory prnqress 

? ) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation <e,a*, orders) ar. cert - 

i f icat ion 



C Vtnith Kl vei Mreef Auk im H fid'nr H»».M^'t».» 
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i:xr*»nd acceptable reasons Mocumontat ion, 
notification and eerif teat ion) for granting 
deferments, (e.o., Student status Confir- 
nation Reports, school letter, loan appli- 
cation, etc,) 

Allow backdating of in-school deferments to 
thr titart of a school t P rn hut not i?orr than 
18^ days, 

s * .IssmM Flexibility in Collection Lf forts 

*L«?2J£nt»: I am very concerned afc>out the present 
due diligence requirements, Their prescriptive 
nature makos no use of the experience and 
expertise of our staff in loan collections. 
There is no incentive to concentrate on 
collections? only a disincentive to stray from 
the prescribed guidelines, i surest: 

Define new measures th^t allow use of our 

trollections. expertist?. 

Oefine new measure?? that are flexible, 
• Allow euros for actions ml pan* inadvertently. 

*• Issue: Timely Regulations 

Ccj CTnpnts; I recommend the following: 

Require regulations to be created through a 
negotiated rulemafcinq process* 
Require regulations to be issued in a timely 
manner that allows for proper system changes 
I including testing) and staff training. 

1 am sure you understand my concern surrounding rumors of a 
direct loan program to replace the current Stafford program. 
While I have seen no proposal to comment on specifically, I 
reel the comments and suggestions 1 have made address many 
of the same issues a direct loan program would intend to 
address, gU ch *s reduced costs and program simplification* 
should a specific proposal be put forth, j trust you will 
solicit input and suggestions from the lending community. 1 
commit to providing input on uuch a proposal. 

Thank you for your consideration and for your commitment to 
such an Important piece of legislation. 




Vice President 

V Stwfh Riwf sm<rt Aun»w. It 60S0? / BH2At2i\2 
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June 25. 1091 

The Honorable William D. Ford 

United States House of Represent at ivps 

Washington, b.C. 20'>15-22it> 

Congressman Ford: 

i would like to request the following comments, concerning 
reautnorization of the Higher Education Act J?*** 
„ entered a«! part of the record associated with the June 19, 1993 
hearing on the' Stafford Student Loan Program held by the House 
subcommittee on Por.tsecondary Education. 

The comments that follow address what I would currently consider to 
IT thHaior Guaranteed Student Loan (GSL) issues of concern to V 
institution. As you consider changes and improvements to the 
Programs! please note the concerns and suggestions I have listed. 

1- iSSWe: 8*/10* Stafford interest rate and associated wind- 
tall profit provision . 
CviivntSI The 8%/10% rate and, especially, the windfall 
Profit^ provision, are both difficult to administer and 
difficult for borrowers to understand. 1 suggest: 
. eliminate the 8%/W% Stafford and windfall profits 

Replace°it with a new variable rate Stafford with 
an Bt floor and 12* cap, based on the same Treasury 
Bill rate used currently for Sl.S and PLUS loans 
Convert all existing 8%/10% loans to fixed rate 8* 
loans. 

This would minimize government interest and special allowance 
payment" wh le maintaining the concept of the borrower paying 
T^rger portion of interest than under a flat 8% program. It 
would also minimize administrative error by lenders since 

most others, already have variable rate programs we 
"ster fwe do not have any windfall profit programs.) 

issue; Risk Sharing . h 

Stents; Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 

W ° Uld Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
proportionately. 



and 
adrai nister 
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Result in diminished support to students attending 
moderate to high default schools , directly 
proportional to the stringency of the risk sharing 
requirements . 

X continue to be required to seat performance standards set by 
ay institution. High cost borrowers will be the first to be 
excluded fro* our portfolio if new risk sharing costs so 
require. 

3. Issue: Special Allowance Payments (SAP) 
coBBflntfli SAP should remain unchanged. 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 365 day basis 
could save the Federal Government money Con a one 
time basis). 

4. Issue: Simplification of Financial Aid 

Comments i The financial aid process and administration 
continues to be very complex for students, parents f 
schools and lenders. I recommend simplification in the 
following areas; 

Use only one need analysis calculation for all 

Title IV programs, 

Make Stafford loans available to middle income 
students . 

* Reduce the number of deferments for all gsl 
programs to: 

1) in- school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2 ) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e.g. , orders) as certification 

Expand acceptable reasons (documentation, 
notification and certification) for granting 
deferments, (e.g., Student Statua Confirmation 
Reports, school letter, loan application, etc.) 
Allow backdating of in-school deferments to the 
start of a school term but not more than ibo days. 

5. issues Flexibility in Collection Efforts 

CffMftnt a; X am very concerned about the present due 
diligence requirements. Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections. There ie no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines. I suggest: 

Define new measures that allow use of our 

collections expertise. 



2-1';) 
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Defitva new measures that are flexible- 

Alio* cures for actions missed inadvertently. 

6. i ssue; Timely Regulations 

- ^-"gSire "SSftST lo^c'reated through a 

. Seluire^t^^r^ed in a timely -jjr 
that allow for proper system changes (Including 
testing) and staff training. 

I an sure you understand my concern surrounding rumors of a direct 

loan program to replace JSi tT. counts 

seen no proposal to comment on specifically, I ™ al *™ f^SJjr a 
3 fiuaoMtions 1 have sado address many of the same ■ 
S&SEf would intend to a d dr e s^ aU c h as^ »M 

xorth^Tr«.i" P yoi fl "n tirifaUE anTsuggesli^fro: ?he 
JeSing caJJaStT l «it to providing input on such a proposal. 

Thank you for your consideration and for your commitment to such an 
inportant piece of legislation. 



sinaerely. 



Sandra L - Marc, h i c -w ♦ 
Assistant Vue President 
Student. Loan Off iter 
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June 25, 1991 

The Honorable Will las D. Ford 

United States House of Representatives 

Washington, D.C, 20515*2215 

Congressman Ford: 

X would like to request the following comments, concerning 
reauthorization of the Higher Education Act of 1965, be accepted 
and entereJ part of the record associated with the June 19, 1991 
hearing c . tire Stafford Student Loan Program held by the House 
Subcommi* on Postsecondary Education* 

The comments that follow address what I would currently consider to 
be the major Guaranteed Student Loan (GSL) issues of concern to my 
institution* As you consider changes and improvements to the 
Programs , please note the concerns and suggestions I have listed* 

1 . issue: 8%/10% Stafford interest rate and associated wind- 
fall profit provision 

CffiBMflnfca ■ Tne 81/10% rate and, especially, the windfall 
profits provision, are both difficult to administer and 
difficult for borrowers to understand* I suggest: 

Eliminate the 81/101 Stafford and windfall profits 

provision* 

Replace it with a new variable rate Stafford with 
an 81 floor and 121 cap, based on the same Treasury 
Bill rate used currently for SLS and PLUS loans. 
Convert all existing 81/101 loans to fixed rate 81 
loans* 

This would minimize government interest and special allowance 
payments, while maintaining the concept of the borrower paying 
a larger portion of interest than under a flat 81 program* It 
would also minimize administrative error by lenders since we, 
and most others, already have variable rate programs we 
administer. (We do not have any windfall profit programs.) 

2. Issue: Risk Sharing 

cements: Risk sharing already exists for lenders in the 
due diligence procedures currently required for the 
collection of student loans. Additional risk sharing 
would: 



Limit student access as lenders will minimize their 
high risk/low balance loan portfolio 
proportionately. 



12250 $. CK*rO Ak*ni#. A&P, H (706) 335*8900 
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Result in diminished support to students attending 
moderate to high default schools, directly 
proportional to the stringency of the risk sharing 
requirements • 

X continue to be required to meet performance standards set by 
ny institution. High cost borrowers will be the first to be 
excluded from our portfolio if new risk sharing costs so 
require. 

3. issue: Special Allowance Payments (SAP) 
comments : SAP should remain unchanged* 

Any reduction in SAP will decrease further the 
number of participating lenders thus adversely 
affecting access to student loans 
A change in computing SAP, if applied the first 
quarter of a calendar year, to a 3$5 day basis 
could save the Federal Government money (on a one 
time basis) . 

4- lafiUGLi Simplification of Financial Aid 

Comments! The financial aid process and administration 
continues to be very complex for students , parents , 
schools and lenders. I recommend simplification in the 
following areas: 

Use only one need analysis calculation for all 

Title IV programs. 

Make Stafford loans available to middle income 
students • 

Reduce the number of deferments for all GSL 
programs to: 

1) in-school; for full time students and degree 
seeking students attending at least half time 
but less than full time and making 
satisfactory progress 

2) unemployment 

3) total temporary disability 

4) military; including acceptance of other 
documentation (e.g- f orders) as certification 

Expand acceptable reasons ( documentation , 
notification and certification) for granting 
deferments . (e.g., student Status Conf i rmat i on 
Reports/ school letter, loan application, etc) 
Allow backdating of in-school deferments to the 
start of a school term but not more than 180 days. 

5. laaufti Flexibility in Collection Efforts 

Comments s X am very concerned about the present due 
diligence requirements- Their prescriptive nature makes 
no use of the experience and expertise of our staff in 
loan collections. There is no incentive to concentrate 
on collections; only a disincentive to stray from the 
prescribed guidelines . I suggest: 

Define new measures that allow use of our 

collections expertise. 
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Define new measures that are flexible. 

Allow cures for actions missed inadvertently, 

6. Issues Timely Regulations 

rfl«Mnts: X recommend the following: 

Require regulations to be created through a 
negotiated rulemaking process. 

Require regulations to be issued in a timely manner 
that allows for proper system changes (including 
testing) and staff training, 

I am sure you understand my concern surrounding rumors of a direct 
loan program to replace the current Stafford program* While I nave 
seen no proposal to comment on specifically, I feel the comments 
and suggestions I have made address many of the same issues a 
direct loan program would intend to address, such as reduced costs 
and program simplification. Should a specific proposal be put 
forth, I trust you will solicit input and suggestions from the 
lending community. I commit to providing input on such a proposal. 

Than* you for your consideration and for your commitment to such an 
isportant piece of legislation. 

sincerely , 




Franch 
President 
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cum* mix* 



Hrato! States Senate 



COMMlUti 0* $MAti 8uSJ**SS 



June 18, 1991 



The Honorable William D. Ford 

Chairman/ Subcommittee on Postsecondary Education 
2451 Ray bum Building 
Washington, D.C. 20515 



Dear Bill? 

I request that the Subcommittee print the enclosed materials 
in its hearing record for its hearings on the Higher Education Act 
Reauthorization * 

I regret I was not able to appear at the June 19 hearing. 

If you have any questions about my legislation or about my 
testimony, please have your stff contact Chuck Ludiam at x4-3Q95- 
Thank you very much for your assistance. 




DB/cl 
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BEFORE THE 
SUBCOMMITTEE ON POSTS ECONBARY EDUCATION 
JUNB 19, 1991 



Mr* Chairman and Members of the Subcommittee , I am 
delighted to appear here today to outline ray proposal to 
partially cancel the Federal student loans of young persons who 
perform full-time service in their community upon graduation. 

I will keep my statement mercifully short, x will make 
four points about my proposals 

1. Major Sacr^ce * In order to qualify for partial 
cancellation of his or her loans, my proposal requires the young 
person to make a major sacrifice. 

2. Simple Bouityi My proposal extends the Peace Corps and 
VISTA model of full-time service into the private sector. We 
should provide the same incentives for comparable full-time 
service in the public and private sectors, 

3. Encourages Service* My proposal encourages young persons 
to devote a year or more to full-time community service. It is 
not designed to change the career plans of young persons 
graduating from college. 

4- Cost-Ef feet jive t My proposal is an extremely cost- 
effective way to encourage full-time community service. 



First , there is no loan cancellation proposal pending 
before the Subcommittee that requires more sacrifice on the part 
of the young person.. 



Maior Sacrifice 
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In order to qualify for loan cancellation under my proposal 
the young person — 

must serve full tine; 

— must serve with a non-profit community service 
organization; 

— must serve for at least one year? and 

— must not be paid more than the Federal minimum wage. 
This is not a Yuppie program. 

If the young person does perform this service, his or her 
Federal loans both Stafford and Perkins loans — are cancelled 
according to the following schedules 

First year of Service — 10% cancelled; 

— Second year of Service — 15% cancelled; 

— Third year of Service — 20% cancelled; and 

— Fourth year of Service 25% cancelled. 

So, for four years of service, the young person would qualify for 
70% cancellation of his or her loans* 

Let me emphasize, my proposal is income-contingent* 

The young person is not permitted to earn a market salary. 

The minimum wage for one year — 40 hours a week, 52 weeks 
a year — is only $8,800. This is the maximum salary the young 
person can earn* 

I am convinced that many young persons would be willing to 
perform full-time service if my proposal is adopted. 

Young persons who make this commitment and perform this 
service deserve a break on their student loans* 

Cancelling their loans is justified given the hardship the 
young persons have endured in serving their community. 
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Second , my proposal extends the Peace Corps and VISTA model 
of service into the private sector. 

We should provide the same incentives for comparable full- 
tlme service in the public and private sectors. 

Peace Corps and VISTA volunteers have received deferments 
on the repayment of their loans since the I960' 8. 

In 1980 Mr. Chairman you were responsible for extending 
this same deferment to young persons who performed service in the 
private sector that is comparable to the service of Peace Corps 
and VISTA volunteers . 

Comparable service in this case is full-time, low-paid 
service in the private sector with a with a non-profit community 
service organization, like the Red Cross or the Jesuit Volunteer 
Corps . 

You recognized then that it doesn't make any difference to 
the Congress if the young person performs full-time, low-paid 
service with the Peace Corps or VISTA fir. with a comparable 
private sector community service organisation* 

This is a matter of simple equity. 

In 1986 the Congress enacted a law providing for partial 
cancellation of the Perkins loans of Peace Corps and VISTA 
volunteers, but it did not provide this same benefit for those 
who perform comparabl e service in the private sector. 

In 1987 I first introduced my proposal to partially cancel 
the Perkins loans of young persons who perform comparable 
service. 
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The purpose of my proposal is to equalize the treatment of 
Peace Corps and VISTA volunteer s ft fl4 of volunteers performing 
comparable service with a private sector community service 
organisation- 

When I reintroduced my proposal in 1989 and 1991 I provided 
for partial cancellation of Stafford loans fl£ ffili Sfi E§gfclng 

The partial cancellation of Perkins and S$aiSo,KA loans 
would be available for po%h Peace Corps Y15SA YQlOTteeKg M 
t hose who perform comparable gegylce, . 

I am proposing to cover Stafford loans because they are 
extended to many more young persons than are Perkins loans, so we 
have a more powerful incentive for community service if we cover 
both Stafford and Perkins loans . 

Last year as part of the National Service legislation my 
proposals for partial cancellation of Perkins loans was adopted 
in both the House and Senate, My proposal for partial 
cancellation of Stafford loans was only adopted in the Senate. 

As you know, all of the provisions of the National Service 
bill amending the Higher Education Act were taken out of the bill 
in the conference so they could be considered in this 
reauthori zation bi 1 1 . 

Encourages Cf un ity Service 

Third , the purpose of the loan cancellation I am proposing 
is simply to encourage young persons to devote a year or more of 
their lives to full-time service in their community. 
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I am not attempting to change their career plans. 

Once these young persons have performed this service, their 
career plans might change , but that is not the purpose of the 
proposal . 

Student loan debt is a major barrier to full-time community 
service. 

Partial cancellation of a student's loans will tell 
students not to worry about their loan debt when they consider 
full-time service. 



Finally , my proposals are extremely cost-effective . 

The Congressional Budget Office has found that my proposal 
for partial cancellation of ?erfcjr}g loans would cost less than 
$500,000 per year. 

C.B.O. has found that my proposal for partial cancellation 
of Stafford loans would cost $2-4 million per year when it's 
fully implemented. 

C.B.O. estimates that approximately 2,000 full-time 
volunteers would qualify for the partial loan cancellation 
program I am proposing. 

The Peace Corps budget for Fiscal 1991 was about $185 
million and this funded about 5 #000 volunteers. 

The students who would tend to have the largest loan 
balances are those with graduate degrees, like doctors and 
lawyers. My partial loan cancellation is an incredibly cheap way 



Coat-BffectlTO 





to encourage thee* professionals to perform full-time service in 
the community. 

fiSKUSISB 

So, let roe conclude by saying that ray proposal 

— requires a major sacrifice; 

— it extends the Peace Corps and VISTA model of service 
into the private sector and equalizes the incentives for 
comparable full-time service in the public and private sectors; 

— it is not designed to change the career plans of those 
who serve; 

— and it'B incredibly cost-effective, 

I would be happy to answer your questions about my 
proposal* 



o 
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April 3, 1991 

— - The Honorable Date Bom pen 

229 Senate Dirksen Office Building 
Washington, DC 2Q51CHM01 

Dear Scruuor Bumpers. 

Thank you for providing us with the information concerning S. 527, which you introduced 
on March 4 We certainly agnse with you that increased reliance upon student loans to help 
young people pay for posiseccwiary education has resulted in indebtedness levels thai 
discourage many of these people from selecting tower paying jobs, or working for some 
non profit community service programs upon completing uVir decrees. Your Idea of 
providing loan forgiveness to both Stafford and Perkins borrowers is, therefore, worthy of 
consideration 

As I understand your bdl, a former student loan borrower who becomes a full- time 
emptc>ee of a non-profit uu exempt community service organization would be entitled to 
!0* cancellation of their Perkins anOfar Stafford loan to the first year of such service 
The borrower would be entitled to 55%, 20%, and 25% cancellation for subsequent 
employment in their second, third, and fourth year of employment for a potential maximum 
loan cancellation of 70% Further, in order to be eligible to qualify for such cancellation, 
the employee could not receive compensation which is greater man minimum wage rate, 
currently $4 25 prr hour, or m amount not to exceed 100% of the poverty fine for a family 
of two as defined in Section 673(2) of the Community Services Block Oram Act 

Wh>\e our Association nas proposed that Congress consider reducing and consolidating loan 
deferment and cancellation provisions under both the Stafford and Perkins student loan 
programs, we concur that if cancellation is to he available, mat the kind of service you 
have identified is as deserving as some others which are authorized I should also note that 
unlike other service cancellation options, your proposal would restrict the amount of 
compensation uiai a person could cam and still qualify for cancellation. This income 
restneuon, in my opinion, is overly restrictive, and will greatly limit the number of people 
who will qualify for the cancellation 

While 1 reanee that most non-profit community service entities have lower noes of 
compensation than do other profit making firms, I still think your proposed compensation 
levels arc overly restrictive, and wiD actually discourage young people from pursuing the 
kind* of work that you are encouraging. Most non-profits pay at least Federal minimum 
»agc rates for beginning employees, and annual increases above thai for satisfactory service 
Under your proposal, however, such a person might not be eligible for annual increases 
above the minimum wage rate increase, unless they were willing to give up their loan 
cancellation benefits in su bs eq u ent years The problem is even further compounded if a 
non-profit agency hired two recent college graduates and one of them had a high level of 
student loan indebtedness, and the other only a small amount. Assume both were paid the 
current federal minimum wage rate of $4.25 per hour for their first year of service, and 
N«n*tN<> **** !»fi«AMMfiWM ftMMWi \m ADvmtsnuiofcs 
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life Honorable Dak Bumpers 
Aprfl 3, 1991 
Pifc Two 



each wc* cSfibte, to**S*e, fcr 10% rwrrflirt™ In (be rand yw of toir cnqtaj™** 
ibeUevefagel^migfc^ to^^^t^crf 
tea outside of to compastoo ferd for mcyflittory they wrakt then hw to 

choose either to accept leas pay or tayo anadMoo of toir km Beoae of ifittertng 



tovabof tadefcetan. toheoetaof«neefiatailiofllto. WMcittitotfyatiri 
son* taeeuiites, «mm tot to pern whb to M^ber kn3 of debt ato bad a «*> 
wortfrg jpc« ■* to otor pawn wm T& fifftxeooBs an d toiodH n ooft o f to 
two weaken an now mo greater. WMk tow My he no way id aofajerc totri oyfry 
became of IndMtlml drenmsttaocs ad total, I bcBeve we mould fooo on what artw 
wi& most cacourtge young people id wotfc to uamiHuiNy service otfito. 



Research iccmi id tow, m least cooannfog people id otter and eewe Id teacher torugt 
ami, tot studeai too canoctotoP benefits, per so. an only somewhat effective to storing 
caiwcfecrioct, AiancMfyoptatortoHto toateof lOM CMOtf a to wtftfery 
restrictive and low oompensatiofl waftt. ton 1 doubt tot your telW^jg^^gy 
attract people into community aervtoe type Job*. 1 would torefim cither remove anof et n e r 
to income variables, or after torn to be at least double what is aJlowod, TOa wo uld m ate 
the fcuTs provisions mere competitive with otor canceflartoo pro visio n s which are currently 
available to tamer stodeaa. 

I hope thai these comments will be bdjrfuL you wish id discuss to bffl ftmher. piease 
let me taw*, and took you for your continued interest and support of education. 

V Sincerely, 

Dallas Martin 
President 

ADMfrrt 
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American Red Grass 



Nit tonal Headquarter! 

Washington, DC 20006 

Elizabeth Dole 
President 



April 19, 199) 



Dear jjeruHrf^ 



Than* you for your letter addressed to my predecessor. Mr. Richard F. Schubert. Mr 
Schubert has left the presidency of the American Red Cross and is currently serving as 
President an J CEO of the newly established Thousand Points of Light Foundation. 

! im taking the liberty of answering in his place, since your letter asks the American Red 
Cross to a>mmeru on the National and Community Service Incentive Act of 199 J (5.527) 
This hill would provide incentives in the form of partial cancellation of Perkins and Stafford 
college loans for recent college graduates to work for at least a year in low-paid community 
service jobs, I am very pleased that you have asked the Red Cross to comment on your pro- 
posal. Any initiative that promotes the fuller participation of young people in community 
serv ice is of interest to us 



We share your concern that many young college graduates are prevented from accepting low- 
salaried community service jobs, including 'caching jobs in primary and secondary schools, 
because of the need to repay their college loans. We also share your objective of making 
community service more attractive and more affordable for young people starting out on their 
first job. As was brought out in the debate on the National and Community Service Act of 
1990, early exposure to such work helps form important 'habits of the heart". Finally, we 
agree fully that existing non-profit community service agencies are in the best position to 
organize service opportunities for interested young adults. 

Therefore, the American Red Cross supports S,527 as a useful tool for encouraging young 
peopie to enter careers in cornmunity service. However, it is important to place the concept of 
community service in a broader context. In addition to encouraging community service 
employment for recent college graduates, we need also to encourage community service 
through volunteerism for people of all ages, education levels, and financial resources. 

Recently, the American Red Cross completed a major study of volunteerism known as 
Volunteer 2000. One of the recommendations of the study was to encourage full-time vol- 
unteer commitments through the use of subsistence level stipends, much like VISTA, the Peace 
Corps, and various state and municipal conservation corps. Unfortunately, private non-profit 
organizations are virtual ly prevented from operating such programs because present federal 
law treats such stipends {except in government-run programs) as wages subject to income Uv 
social security, and minimum wage requirements. The same logic that excludes from t axation 
the stipends of VISTA, the Peace Corps, and the civilian conservation corps volunteers, should 
be applied to similar programs developed by non-profit organizations. 
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Let me give you an example of how the American Red Cross would use strpendod volunteers 
if legislation were enacted to make il feasibte. We currently provide a variety of support 
servlcet » memberi of fee armed forces and their families on military bases in the United 
States, Europe, Japan, Korea, Okinawa and, more recently, the Fenian Gulf. There are, how- 
ever, many small military installations which we cannot afford to staff. By recruiting and 
training volunteers, paying their expenses and a subsistence level stipend, we would be able to 
staff such installations. We have in me past staffed the naval installation on Diego Garcia in 
the Indian Ocean whn two stipendad volunteers, a retired couple. If legislation were enacted 
to relieve subsistence level stipends for non-profit volunteers from tax, social security, and 
minimum wage considerations, we could expand our effort and extend it to young adults. 
Other non-profit organizations would be able to develop programs that fit their mission and 
special concerns. 

As indicated above, the American Red Cross supports S,527, However, we would prefer 
legislation broad enough to encourage volunteer community service efforts, I have asked 
Maria Smith, a volunteer with considerable knowledge of community service legislation, to 
contact your office so that we can continue our discussion. 

Thank you for your interest in an issue of great interest and concern to all of us a! the 
American Red Cross . 



Sincerely, 




The Honorable Dale Bumpers 
Untied States Senate 



Committee on Small Business 
Washington, DX. 205JO-6350 
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May 6, 1991 



Honorable Dak Bumpers 
United States Senate 
229 Dates Same Office Building 
Waihingtoo, DC 2)510-0401 

Dear Senator Bumpers: 

Thank you for sharing with us a copy of S 527, the National and Commu- 
nity Service Incentive Act of 1991. As I am sure you arc aware, the social 
work l aofc sa io u prizes community service and would be happy to go on 
record in support of your initiative. 

At the same trot, however* we have some more compelling cooccntt that 
$.527 does not addr ess. ^ Tbm are particular human services fields cur- 
rently in the grip of crisis because of a drastic shortage of qualified staff. 
Child welfare is one such field, where the paucity of staff has led to case- 
loads as high as 250 children pel wyrftcf This kind of untenable respon- 
sibility borne by o ver ta te n d eochilo protection and foster care workers 
endangers our children and families. 

Salaries for family service workers in the Arkansas Department of Human 
Services, for example, start at only $13,832* for experience confirms 
your contention, Senator, that many young people feel they roust forego 
important service careers because of pleasure to repay student loans. 
While child welfare salaries typically are low enough to steer new gradu- 
ates with student loan debts away from these crucuupositions, they are not 
low enough to be covered bv S327. 

We believe that deferment and cancellation of student loans should be 
judicially used to help move motivated students into specific areas of dire 
need, like child welfare. 

S 527 clearly deserves NASW's support. We hope we can likewise count 
on your support for the use of loan forgiv eness to enhance staffing in child 
welfare and other critical fields. 



If w.*. * *<.i *•<* 
txuLTJM ommm 

\W* t. lU'tt. M »»*, 
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V<" n t... K t *» - ■ 

CfMll^i i.iH soil 




tC. Battle, AISW 
Executive Director 

MGBbks 
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THE NATIONAL CONFERENCE Of CHRISTIANS AND JeWS. INC, 



n pwrxmtmx - sum itao • mwv&m,** tow • dti)K*^oo» • r»t*i»)t»*irf 



April 8, 1990 



Ml LMUN 



Mr. Dale Bumpers, Chair 
United States Senate 
Committee on Small Business 
Washington, D.C. 20510-6350 



JQMftUJONGO 

moo. as * *rraoo 



OftJjAW MART* SOftfcNS* M 



Dear Mr. Bumpers: 



nuawHeft^To^ This is in response to your request for written comments regarding 
v»c^s«wy legislation S, 527 which you introduced last month, Please note that 



my coraroents are based primarily upon my role as a citizen concerned 
with issues surrounding education and community service. tittO 
colleagues in our 70 chapters across the country may not necessarily 
share the views expressed here* 

The spirit of S. 527 1s commendable — a provision which would 
encourage college graduates to work in the community service arena by 
partially cancelling student loans. There are several Issues which 
Immediately come to mind in trying to understand the effects of the 
legislation: 

1- Does the total debt accumulate interest while the person is 
engaged in community service or is the rate of cancellation 
based on actual dollars owed on the student loan? 

If the rate of Interest on the loan counters a significant propor- 
tion of the rate of cancellation, enthusiasm to do community 
service would diminish accordingly. If so, the legislation would 
be of little or no value to college graduates who are caught 1n 
the dilemma that you are concerned about* 

2, hd* well do we balance the "prestige of service" between Peace 
Corps/VISTA and community service 1n the private, non-profit 
seLtor? 

Serving in the Peace Corps and VISTA carries a prestige which is 
associated with honorable and philantropic (self) giving. 5. 527 
seems to undermine the historical prestige of volunteerism by 
focusing on community service as a way for graduates to defer and 
reduce payment of loans. 

Peace Corps and VISTA volunteers go through orientation ard 
tralnlno before "immersing** themselves in countries and/or commu- 
nities which would benefit from their services. In most cases, 
volunteers go to their host communities knowing that they have 
something to give and something to learn, s, 527 does not oroide 
for any preparation of graduates for community service. It 
assumes tnat participants are ready, intellectually and pragmatic- 
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ally, to ge a part of organizations which serve communities 1n myriad ways. 
The legislation further assumes that non-profit groups are prepared to Include 
college graduates in carrying out their missions, Some organizations may be 
ready and willing to be part of this endeavor as a way to obtain cheap labor 
force or personnel. On the other hand, other organizations may haw good 
intentions of providing apprenticeship or internship training but may not know 
how to go about launching activities that would actually benefit the graduates 
and sponsoring groups. 

1 wonder, therefore, if non-profits should go through parallel orientation and 
training (as college graduates should go through) to clarify goals which extend 
beyond student loan obligations. 

1 would be willing to assist in assessing and/or outlining the orientation and 
training agendas for the college graduates and non-profit sector. In the 
long run, American society should benefit from the entire process. 

3. Wno will determine which nonOproflt organizations qualify for participation? 

It seems that 1n plotting initiatives such as this, specific entities have 
cornered the attention of and benefits from the legislation. Hany organiza- 
tions seem left out deliberately and/or are not given the opportunity to 
express their needs or to showcase their service capabilities, 

0 

4. What steps are to be taken to ensure inclusiveness, innovative approaches and 
effective ways in promoting community service while alleviating the pressure 
of meeting student loan obligations? 

Volunteer^ in our country 1s alive and well. There 1s sufficient evidence that 
our cuizens. young and old, are willinq and able to serve at no or little cost. 
However, there is a need to cultivate future volunteer professionals and to 
Invite college graduates to consider careers in community service jobs. This 
legislation nas the potential of meeting these multilevel concerns. 

In Us present state, J am not able to recommend to NCCJ President Gillian M, 
Sorensen to support legislation 5, 527. There are several questions (including 
those J raised above) which need clarification particularly in defining the role 
of organizations such as NCCJ. 

Thank you for your interest 1n my comments. Please keep me informed about the 
Progress of this important piece of legislation, Jf 1 cou id be of further 
assistance, feel free to call or write me again. 



Sincerely, 




National Coordinator 
Youth and Education Programs 



cc: G. Sorensen, NCCJ President 
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THE FORD FOUNDATION 

320 CAST *3«> STREET 
NEW YORK, NEW YOWH lOO»7 




16 April 1991 



Dear Senator Bumpers: 



Thank you for writing us about your introduction of S. 527. I share the 
view that it is in the nation's interest to make voluntary service a serious option 
for college graduates. As you point out, as long as so many young graduates 
must immediately begin repaying their education debts, they cannot afford to 
serve others. As a result, the enormous potential of that kind of experience - 
for the individual, community and nation - is lost. 

You might know that the Ford Foundation continues to support Youth 
Service America, which I think it is fair to say is now among the principal 
organizations in the nation working to promote voluntary service. I am sure 
Roger Landmm and the leadership of Youth Service America would be eager to 
assist you in any way possible. 



The Honorable Dale Bumpers 
Chairman 

Committee on Small Business 
United Slates Senate 
Washington, DC. 20510-6350 



Sincerely, 
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The Honorable Dale Bumpers 



March 22, 1991 




Committee on Small Business 
Washington, DC 20510-4350 



Dear Senator Bumpers: 

Thank you for your letter of March IS, 1991 which outlines 5. 547, the 
National and Community Service Incentive Act. This is an important piece 
of legislation that will give young people who are graduating from college the 
option to serve their communities and nation by working in the independent 
sector. 

1 will bring your bill to the attention of Youth Service America s Working 
Croup on Youth Service Policy for further comment 

Thank you for giving young people the opportunity to serve others. 




Frank Slobig 
Director 

Policy and Programs 



13^9 F Stff* WW S<*« MO. ttbifenpon DC 2000* 
ftg/7t*atS5 * FAX 202^4T «03 




ERIC 



266 



D 



THE UNIVERSITY OF MARYLAND 

BALTIMORE COUNTY CAMPUS 



Apiil 11, 1991 



H<>n. Dale Bumpers 
Committee on Small Business 
United States Senate 
Washington, D-C. 205 10-6350 



Dear Dale, 

Thank you for your letter of March 18 asking for written 
comments on 5. 527 which You introduced, I am happy to attach 
memorandum comments from Jr-n ^irtello, the director of our office 
of Professional Practice, v gives him good reasons why the Bill 
should be supported, and a :ouple of specific comments. If there 
is some way we can help in securing its enactment, please let me 
know. I would be glad to testify, or perhaps better, to arrange 
for one of my colleagues with more direct experience to testify 
before the House sub-Committee on Post-Secondary Education and 
describe how our programs coulf) benefit specif ically* 



Sincerely, 



Mto Y^nnolifisky 



End . 
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MEMORAN DUM 



FROM: 



Adaa Yareolinsky , Provoet 

John 5. NirtvUo, Director 
Office of Professional Practice 




DATE: 



April 1, 1991 



Consents on 5.427, national and Coaaunity Sarvica 
meant iva Act of 1991 



Thank you for providing *e with an opportunity to coseent on 
Senator auapers' bill, 

Vour request ia especially timely ainca I hnva juat raturnad froa 
a visit U/19 - 3/22) to Boston where Hark and I recruited etudsnts 
for caseworker positions in The Choice Progrs*« The positions for 
which w« recruited are the type 5.527 addresses. The students with 
whoa we spoke (froa Boston Collage, Holy cross, Providence Collage, 
and Harvard) have given ae a unique perapective froa which tc 
express an opinion. 

In short, J support the oill* The Idas of supporting coaaunity 
service through paitiil loan forgiveness ia a good one. I believe 
that this ia especially true for public colleo.ee and universities 
in which the tradition of sarvica ia not well established; and 
because public colleges serve a segaent of students who ara 
unlikely to have the resources to afford a year of low paid 
coaaunity service. 

I do have two specific coasenta* however i 1) me aaount of 
allowable pay should be increased (beyond the snnualixed einiaue 
wage total or the poverty level for e r sully of two); and, 2) Ma 
should think sbout other positive incentives/ such aa scholarships, 
stipends, etc. we could provide to studsnta in college in exchange 
for service, rather than creating incentives (vis debt reduction) 
sfter college. 



flo*mcr« Mo»v*and 2 •228 4338 
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Regarding materials that would be of interest in support of this 

pill, I would call your attention to the following: 

. A study by Gansjiader and Kingston ( 1984 ) which documented the 
positive correlation between undergraduate service and post 
graduate employment in service careers; ? 

* A study by Hamilton and Fen*el (1988) which showed adolescents 
developed pro-social attitudes as a result of servicer 

• Janet Hansen's survey, titled "Student Loans? Are They 
Overburdening a Generation? (Report to the Joint Economic 
committee of the U.S. Congress, 12/86) which cites studies on 
both sides of the debate as to whether college debt is a 
disincentive to service careers. 

Although I wou3d support thi* bill, 1 do not believe it is the 
ultimate answer, Specit ically, 

1. The way to instill an ethic of service among college atudents 

is to make service part of the educational mainstream (e.g., 
our efforts to link service to learning). 

2. Positive reint or cement (the application of something 
rewarding) is far more effective than negative reinforcement 
(removal of an avers ive stimulus) or punishment. Thus, 
creating positive incentives for service (money, credit) will 
work better than removing aversive consequences {loans, debt) 
as a lasting strategy for encouraging civic responsibility. 

3. student dett is probably one of a number of variables which 
influences college students' career choice. Obviously, our 
career decisions are based on many variables, including 
expected income after college* 
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INDEPENDENT 
SECTOR 




April ll t 1991 



Senator Dale Bumps rs 
United States senate 
connittse on Snail Bus 1 net* 
Washington, DC 20510-6350 

Dear Dale; 

Than* you for your March 18 letter regarding s. 
527 which provides incentives for young people to 
participate in voluntary cowaunity service upon 
graduation from college, it is very important 
legislation and it was unfortunate that it was dropped 
in conference along with provisions that would have 
asended the higher education act, 

your loan cancellation proposals would provide an 
important incentive for young people to become involved 
in a wide variety of voluntary coaaunity services and 
we support that initiative. 

We are grateful for the leadership you have given 
to this proposal and we support its enactment. 



>M M 7<WNU>lKAt;r CIVINC, VOU<%THIW*C AM) NOT • H)k . PKOflT l\rt,%TM 
* .M i\ « vUK-rvAL ORt^MZATOWS AND TVff MTDvM CCX<MH CA MAVNKl 



Sincerely, 




Brian 0 1 Conns 11 



cc: Adas YaraolineXy 
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National Urban League, Inc. 



The f qual OpportwMty iwt^i 

April B f 1991 



The Bonorable Dale Buapers 
United States Senate 
Washington, DC 20510 

Dear Senator Buepera: 

On behalf of the Rational Urban League, x 
coaaend you for introducing the "national and 
Coexunity Service incentive Act of 1991* is. 527)* 
The concept of promoting po*t-gr adnata voluntary 
coexunity service through partial cancellation of 
college loans is a positive one. 

Riddle and upper income students who can 
afford to sake a financial sacrifice and delay 
their labor ■era** entry for one or sore years will 
find this prop 1 helpful in fulfilling their 
desire to do enmity service while receiving 
partial loan can nation aa a special bonus. 

However, low incone atudents who neve had to 
aake eubetantial financial sacrifices just to get 
through college cannot afford to delay their entry 
into the labor aarket upon graduation. These young 
adults recognise the necesaity of iasedietely 
beginning to build financial stability through 
full-tint enploysent at above poverty wages, not 
only for loan repayment, but for a solid foundation 
for their enployment end narital futures. 
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Honorable Dole Bumpers 
April 8, 2991 
Page 2 



For certain African American students, delay 
of labor market entry at the critical point of 
transition from college to full-time employment can 
create an added barrier to simply getting into the 
job market, and once in, moving up career ladders. 
Such students hail from a national situation where 
the absolute and relative economic status of 
African Americans is characterised by high 
unemployment, inferior occupational distributions, 
low wages, low incomes and high poverty rates, 
further, such disparities have persisted at roughly 
the same level for the last two decades. 

In the end, 8.527 will be welcomed by those 
individuals who can afford to take advantage of its 
provisions* However, for low income black and 
minority students, the delay of job entry at an 
important crossroad in their life, coupled with 
•low-paid" community service work does not 
represent sound planning for their economic future. 
It is our hope that this legislation can be ajde 
more responsive to these needs so that it can be 
accessible to all graduates. For example, the wage 
levels would have to be increased to at least 150% 
of the poverty line for a family of two. 

Thank you for inviting the National Urban 
League to review S.527 and offer comment. 




John E. Jacob 
President and 
Chief Executive Officer 



27 r, 
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Georgetown University 
New South, Box 3304 
Washington, DC 20057 



RD2, Box 348D 
Sunbury, PA 17801 



April 12. 1991 

The Honorable Dale 1- Bumpers 
229 Senate Dirkson Office Building 
Washington. DC 20510-040! 

Dear Senator Bumpers; 

In today's edition of the Georgetown Hi2xa, our newspaper of record, it was 
reported thus you are sponsoring a bill in Congress thai would "reduce individual 
students 1 hums' up to 70 percent if they worked for up to four years at a low rate of 
p^> for a community service organization in the private sector", ! am writing to voice 
my support for such a proposal. 

As 1 am sure you know; private college costs have skyrocketed over the past 
decade. Even with substantial financial aid, 1 will have at least fifteen thousand 
dollars ($15,000) in loans to repay at the end of my undergraduate years alone. 
Ohn iously, with this amount of debt, taking a low or minimum wage job would hurt 
m> financial stability in the short-run. 

I must assure you that your proposal makes me reconsider the possibility of 
working at something 1 truly enjoy. 1 already volunteer my time freely in many 
tlilfcrcM campus activities, indud»<^ the Knights of Columbus, the Georgetown 
College Democrats Club, and the Georgetown Admissions Ambassadors Program, 
winch serves to help inform prospective Georgetown students. ) also teach Sunday 
school at Holv Trmity Parish and occasionally volum *r at the S.O.M.E. (So Others 
Might Tat) shelter, both in the Northwest. While I plan to continue such activities 
:,fier graduation, 1 feel that the experience of a full-time volunteer position would be 
inestimable. 

1 hav t- hut tme suggestion that the bill be amended to include public volunteer 
activities, loo. It seems to me that limiting the extent of the bill to onl> privji^ 
sfvtof .unities limits the possible benefits of the bit? ns welt 
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1 would have liked to have sent a copy of this letter to both the Senators from 
Pennsylvania, however, because of Sea Heinz unfortunate death, I will only be 
sending a duplicate to Sea Allen Specter, Please keep me informed on the progress 
of this legislation. Feel free to contact me if you feel that I could be of any help in 
aaining student support of this proposal. 



Sincerely, 




John Gotaskie, Jr, 



cc: The Honorable Arleo Specter 
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Heller, Rosenblatt & Scheman 



*Ot»Nt> *'* 



March 21 r 1991 



The Honorable Dale Bumpers 
United states Senator 
Committee on Small Business 
Washington, D. C 20*10-6350 

Dear senator Bumpers: 

Thank you for your letter of Harch 18 regarding your bill* 
S. 52"?, on community service. You have requested my comments and 
they are as follows? 

1. My colleagues at CDH and I have long felt that too lit- 
tlo is asked of our young people and that, in the absence of a 
system of universal military service* some form of community 
service would be highly desirable* We supported Congressman 
HcCurdy's bill in the past, 

2, I think the basic idea of rewarding students for their 
community service in the manner proposed is sound. I have not 
computed the combined value of the minimum wage base and partial 
loan forgiveness as against other opportunities which might be 
available to college graduates, but agree with the bill's clear 
assumption that the young people to whom this appeal is directed 
are not likely to be motivated primarily by a desire for gain, so 
lung as they are enabled to meet their obligations. 

1. I wonJer whe her you have, however, considered the 
possible impact of this program upon potential community service 
volunteers from older age groups. To the extent that that is 
important, the bill clearly discriminates in favor of younger 
people with student loan obligations. Older potential volunteers 
are likely to have greater resources, but also far greater family 
and other obligations. 






ERIC 



275 



COALITION FOR NATIONAL SERVICE 
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March 20, 1991 

Hon* Dale Bumpers, Chairman 
Committee on Small Business 
United States Senate 
Washington. DC 20510-6350 

Dear Senator Bumpers s 

Many thanXs for your letter and enclosure of 
Karen IS* Ke heve been corresponding about your 
proposal for a National and Community Service 
Incentive for several years and I am optimistic about 
l£9l being the year it finally passes. 

Your proposal is a natural complement to the 
National and Community Service Act cf 1990 end 
cc serves to be enacted. 

£y coincidence, I just had a visit from a 
speechvriter for Peace Corps Director Paul Coverdell, 
\ ho v:ill be speaking to student volunteers at Enory 
University this weekend* I gave him a copy of your 
bill and recommended he say somettiin^ ebout it as it 
will be gerr,ane to his audience. 
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April 18, 1991 



Senator Dale Bumpers 
United States Senate 
Washington, D.C. 20510-6350 



Dear Senator Bumpers: 

Thank yon for your March 18 letter requesting support for 
your proposes legislation, S, 527. I have reviewed your 
proposal and believe that it contains many worthy elements. 

I have long been a proponent of national service, and I 
believe that your proposal that full-time, low-paid community 
service be recompensed by partial cancellation of student loan 
debts (to the same extent as is now available in the Peace 
corps and VISTA programs) appears to provide a useful 
incentive for such service. 

I applaud your efforts to address this national concern 
and wish you good luck in your attempts to encourage recent 
college graduates to perform voluntary community service. 



Sincerely yours, 




RNK;am 



cc: Congressman William D. Ford 
Senator Claiborne Pell 
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INTERNATIONAL LIAISON OF 

LAY VOLUNTEERS IN MISSION 



VS. CATHOUC NETWORK OF LAY MISSION PROGRAMS 
MOST REV. JOSEPH A. FRANCIS. 5LVTX D.D, 




JOHN R. CElCEft 



Senator Dele Bumpers 
UNITED STATES SENATE 
Committee on Small Business 
Washington D.C. 20510-6350 

Dear Senator Bumper; 

First of all, X apologize for my lateness in responding to your letter 
of March 18 # 1991, concerning your newest legislation addressing loan 
deferment and partial cancel latio*. He are deeply interested in this 
bill, S.127, for ve see herein the actual means for allowing our young 
people to consider a time of service. 

Twice a month we issue a listing of names of persons interested in 
service* Ve attain these names through visits to college campuses, 
addressing youth groups and, in general, sharing our message with all 
whom we meet. 

Senator, if your bill becomes the law we can promise our figures, 
already on the increase, will at least double. Our young people 
want to give service but in most instances, because of loans, this 
service is not possible. PEACE CORPS and VISTA have seen a rise in 
their serving population. Our private organizations can experience 
the same growth. 

we see in your legislation a means of motivating a next generation. 
For the good of our nation we must put your challenge before our 
youth. 

Ve have asked to testify is defense of the legislation and ve will 
continue to use every opportunity to support the legislation. 



«ttt HARE WOOD ROAD %U WASHINGTON. DC. 20017 (ltt) «*I1M f4&$4M»i* TAX mi) $U~\m 
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Page 3. 



our PMplt have been supported considerably toy Owe* Ludlas who has 
been responsive to tvtry inquiry. Chuck, through advice, has sent 
■my a person to a euccessriil giving tiwe of eervice*. 

Xt ia our prayer that with tha succeeeful paasage of S.327 a nation 
will experience a continued escalation of giving Awericane* Our 
reward will be great ae our future bolde axerioaae who know their 
birthrighte are eesplete whan one reaohaa out is service to another. 

Thank you for all your sfforte! 
Sincerely yours, 

Sieter Ellen Cavanaugh, Executive Director 
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FACT SHEET 



PURPOSE 

Intamattonal Uataon of Lay Vpfcmtaaia tn Hlaiton (ftlVtM) la a non-profit natwotfc of 
Jay nfeaion programs aupportad by ttia U4L (kthofe bfchopa. Our •pacOe purposa In 
to ooorolnaf and faoJtata tha aftorta of ovar 180 lay voJuntaar program a baaad in tha 
Un&ad Stataa wtfi ptaoament in tha lUL and othar oountriM. TNa ia aooampMahad by 
oommuricstirig to tha ta&y ths urgoncy of thatr roto in the lAacion of tha Church. HXVTM 

^tafl^^^a^S^B^^ai^B^ ^af^^^ f^VG^^alO^B^^B^ Cp^DCTVT^^JJ^fcJ^^a^ \f\ SfltiaSaf^^^^^ lf^S^aT F^i^^a^^a^ f^Jf fat^ BO^^a^^aV^aiS^B^ 

and de dfcatsd oolabo raBon in mission arsae si over the wortdL 

HISTORY 

In 1963, the membership asso c iati o n was founded In the A rch d to oe ss of Newark try 
Father George Matter when the need wee identified for e network of vofunteer 
programs The success of the program It reflected In the number of inquiring 
IndMduato, Recent Interest in volunteering has r esulte d in the pleosmsnt of 
approximate* 4,450 volunteer* in 1 890. as compared wfth 1 ,050 in 1885*88, in member 
or ganiza ti o ns, 

OFFICE 

The National Office, located tn Washington, DC has five staff members. The Executive 
Director is the only salaried employee. She brings many years of expertise to the office 
- administTstioa rrtsston, ar^ The remaining staff are full 

time tayvokfliteers from various 

The Board of Directors consists of fifteen-member, lay volunteer program directors 
who are elected to two co nseciitiy * two ye ar terms. 

The Consultative Committee, who assists the Board of Directors, are four 
professionals with backgrounds in finance, government, and business. 
The Episcopal Advfsor is Most Reverend Joseph A. Francis, Auxiliary Bishop of 
Newark, New Jersey. 

SERVICES 

Services of the ILLV!M office are currently supported through ILLVJM member dues. 

yams and donations. These sendees/activities have increased fivefold since 1986. 

Foremos t services consist of: 

THE RESPONSE - catalog Isting mission opportunities arable 
HOW CM t HELP? - BJ-weekJy istlng of potential volunteers 
Conferences, workshops, other informative tools for volunteer programs 
Networking and recruitment of votuttserew^ 1-800 telephone number 



INTERNATIONAL LLAfSON Of LAY VOLUNTEERS IN UfSSiON 
4121 HAREWOOD RD, tff WASHINGTON, DC 20017 202-32*1 1 00 f40WWI 
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EVANGELICAL LUTHERAN 
CHURCH IN AMERICA 



March 16. 1991 



Mr. Dale Bumper* 
Commlttea on Small Bustaeee 
United Statea Sonata 
Washington, DC 20510 



Dear Mr. Bumpers: 

Your letter of March 18, directed to Mia. Suaan Brook, BvangcUoal 

m%l 9 haa baan forwarded to me* I have replaced Mia. Brook aa the 
Director for Lutheran World Miiefon Volunteere, 

Please aubatitute my name, Dr. Jack F. Reente, for Was SuaanBrook on 
ySTiiS^ng Hat. Thank you vary much for your cooperation in this 
natter. 

1 read with intereet ymir propoeed bill for making it abator for paopte 
llSfoSS voSSeer^ervtae topoatpon. the Wg-nt ^^gjfff 
bSafwith my put experience with ^^'^J*'^ tMUe 
them to being able to take a volunteer or atipended poeitton. 

Sincerely youre7\ 

Dr. Jack F. Reenta 
Director 

Lutheran World Ha* ton Voiunteera 

JFR/kr 
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Idea of national service ' 
means repaying a debt 




Robert 
McCord 



National service recently got an endorse- 
ment from some important people. 
Gen. Norman Schwarzkopf, our leader in 

the Persian Gulf, told 

Barbara Walters on na- 
tional TV that he sup- 
ported the idea, Then 
last week, William F. 
£t J/C^ A Buckley, the conserva- 
-* v ■ * tive writer and televi- 
sion commentator, 
praised it glowingly in 
Searcy at Harding Uni- 
versity's final lecture in 
the 1990-91 American 
Studies series 
These men represent 
groups that usually find fault with compul- 
sory national service. 

The military's objection is that today's 
weapon; are too complicated to be oper 
aied by people dragged in off the streets. 
Besides, the one year of service that is 
usually talked about is too short a time to 
teach someone how to be a soldier Conser- 
vatives usually reject national service as a 
restriction of freedom (conscription) and 
an enlargement of government. 

But Schwarzkopf is so popular at the 
moment and BucVie/ such a recognized 
conservative intellectual that their en- 
dorsements could have an effect. But prob- 
ably not much until there is a Democrat in 
the White House, 

It's true that the first national service 
pilot programs were passed last October 
with the help of Republican President 
George Bush, He talks a good game of 
voluntarism and has set up a Office of 
National Service in the White House and 
caused his friends to start the Points of 
Light Foundation in Washington to en- 
courage Americans to become volunteers 
and help in all kinds of worthy causes. 

But the national service of Bush and 
most Republicans is highly gentrified. 
They think of it being performed only by 
those who could work at a nursing home 
for free instead of getting a summer job. or 
whose families would sustain them for t» 
year between high school and college while 
they taught illiterates. 

Republicans almost beat the pilot pro- 
grams in Congress because the Democrats 
m*isted that the volunteers at least had to 
be given living expenses Finally they were 
passed after Democrats insisted that most 
Americans could never afford to sign up 
without money tc live on 

Eight pilot programs will be created, and 
it would be great if Arkansas were selected 
for one of them Even though President 
Bush has not even named the 21 commis* 
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Some leaders among 
conservatives and the 
military now support it. 

sioners who will run these programs, the 
governor's office and our Congressional 
delegation ought to be getting ready to. 
apply. Sen. Dale Bumpers, D-Ark., sup- _ 
ports national service and is expected to 
try to get Arkansas involved. 

Wha* kind of national service would be 
best for the country? Well, pretty much 
what Buckley explained to a couple of 
thousand people in Searcy. 

He called it "paying the debt we owe to - 
our patrimony/' How do we repay the ' 
founding fathers for the Bill of Rights, the 
debt we owe our parents and teachers*' 

His answer is that at age 18 young men • 
and women would be required to spend a 
year doing non -professional work with the 
aged, in education, the enviroi.tient, law 
and order, etc- Buckley has a gooU sugges- 
tion for getting it started: 40 of the .ceding - 
colleges could require all freshmen in the 
class of 1993 to have completed one year of- 
public service, 

The Democratic Leadership Council'sT 
approach, which is the best one. in my 
opinion, also would include the military as 
an avenue of service and provide a stipend 
for all volunteers that could be used for' 
college, down ^payment on a home or start-, 
ing a business, 

Buckley didn't mention the military or a - 
post-service reward. What he stressed wa& 
the value of the young helping the old- . 
"For the aged it would mean continuing 
contact with young spirited people in their 
most effusive years, h would remind young 
people at their most impressionable age of., 
the nature of genuine humanitarian ser- 
vice, which is the disinterested personal 
act of kindness administered by one indi- 
vidual directly to another individual . , 

"The experience would touch the young . 
with, the reality of old age. the capacity to 
give pleasure to others without the stimu- 
lus of drugs or sex ... and reinforce the best 
instincts of American youth, instincts tbat . 
go unstimulated at our peril " 

Thus, young people would learn how to 
acknowledge a "a debt they cannot repay ' 
to a nation that must be preserved and 
nourished as it has nourished them, Buck- 
ley said 

"W'e need to guard against any possibil- 
ity that forgetful generations will fail lu 
serve it." 

Santor Edrtof Ruber! McCotf t columns appear _ 
on Tuesday, ftiursaay end Sunday. 
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NISBCO 

National Intorrrilgtous Service Beard for Conscientious Objectors 



29 March 1991 

Senator Dale Bumpers 
Attn: Chuck ludtam 
Committee on Small Business 
Washington. DC 20510-6350 

Dear Senator Bumpen: 

1 was gratified to tee you introduce S. 537- As you know, NISBCO supported ihe nmUar 
legislation yon proposed las year. We will do what we can to help secure passage for S. 537. 

Perhaps the most compelling aspect of your proposal is that it builds on odsting 
community service structures. It wffl ght needed support to small ewnrnmrity *5^f*?* wld 
to *ervice-minded students, by simply allowing eommffldty sen** to be an affordable option. 

This legisittion does away with die myth dial die only way we can remedy our social ills, 
and give substance to our benevolent impulses, is through an extensive, tenaive, and Oft wme 
national *emce proponents haw their wsy) coerdve goveminntf program. Instead of crotrfbuting 
to a large expensive, and ineffkkm government bur e auc racy, this biD supports the alrea<ry 
ongoing efforts of easting service programs. Instead of undermining private ininative service 
programs, it enhances them. 

I haw two question*: what if * person sandwiches two terms of service around a period 
of non-service? For example, a person complete* a two-year service program Ate woibng 
elsewhere for a year, he or she returns for another twoyear service program- Would the loan 
forgiveness program begin again at the first-year forgiveness rate (P), or would it resume si 
the third year forgiveness rate (20%)? 

Secondly, why does this bill not pertain to loans already made? If I understand cwrectly, 
b loan made this year by a college freshman would not be eligible for forgiveness under this Act. 
We would like to see the bill support students with wfucational loans who would like to serve, 
regardless of whether they graduated in 1989 or graduate in 1994. 

Sincerely, 

Ariyn Miller 
Legislative liaison 



Su*7».lWCttwe***^W 
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O02iM74OOQ Offitv 
145 SM«d K „*t t>C WOW 5*Vi tMJ»M7.*01S IA* 



Kerch 21. 1991 



Senator Dale &ump*rs 
U.S. Senate 
Washington Dr. 20i>10 

Dear Senator Bumpers 



Ve are very interested in your coweurlty service bill , S 527 We agree 
that the repayment of student loans is * significant harrier to coswunity 
service especially (ironically) I of" low-incoiee students who wight want to 
givi> of their time and skills to help improve their communities a bit 

The wage rate that establishes eligibility for the program, however, 
seems too low to be of much help *- especially (again) to the lovar>inco»e 
students who have no family resources to support then during their year of 
service Depending on the expense of the area in which rhey work, the minimum 
wage rate may not provide adequate support to keep body and soul together 
fox example, we provide approximately $1000 a month for our interns here in 
DC. the ones who are able to get bv on that live very frugally in group 
homes Others have told us Thar they just wouldn't be able to afford to live 
in DC. on our stipend. 

Two possibilities o/cur 

1. 1 recall l from mv own dsvs in VISTA) that the ACTION agency provides 
* housing and ieod allowance in addition to a stipend Could agencies provide 
the same for their volunteers leaving the volunteers' cash income below thr 
guide! ines? 

2 Perhaps the minimum wage rate could remain as the eligibility 
standard tot ps?ti#l cancel Jar it>/} of the loan, and a somewhat higher rate 
could quality an individual for an additional period of d&ferment 

The concept of the legislation is positive, and we hope to be able to 
s.ippfiit it Oui concern is. that, by setting the eligibility standard too low, 
the hill air.ht ar i ujU v benefit volunteers who are a little better off 
f i?>am iall v . and be of little assistan e to those who actually have to "make 
it" on the stipend thev receive durinr their volunteer year 

1*11 nil or stop hv to speak with Chuck Ludlum. as you suggest, in the 
,ir\l week or so 



Sincerel y , 
Ruth Flower 
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Bumpers Community Service Incentives 
Principal Advantages 



Encourages Full-Time, Long-Te rn Community Service 
Extends Peace Corps & Vista Model of Service into Private Sector 
Reduces Major Barrier to Community Service - Student Loan Debt 
Promotes Service that is Entirely Voluntary 
Requires Financial Sacrifice to Qualify for incentive 
0 r „ Based on Financial Need of Volunteer 

Vary Low Cost to Government 
No New Government Bureaucracy required to Administer 

Q 1 
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Bumpers Community Service Incentives 

Qualifying Service 

• Service as a Peace Corps or Vista volunteer, or 

• Comparable ser? ice, meaning - 

Full- Time service; For at least a year, 
With tax-exempt community service organization; 
And paid no more than the federal minimum wage. 

Incentive 

• Receive partal Cancellation of Perkins/Stafford loans 

10% Cancelled (1st year of service) 
15% Cancelled (2nd year of service) 
20% Cancelled (3rd year of service) 
25% Cancelled (4th year of service) 
Total: 70% Cancelled with 4 years of service 
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Existing Community Service incentives 



Typaof Datarmant on Partial Partial 

Sarvtea Rapaymant at Cancal Cancai 

8arvt Parktna Stafford 



Paaoa Carat/Vista YES, itoea YES, sax* NO 

tt a tta n 19601 me 

Coavarabia Sanrica YE8, itoct NO NO 

vita tu-axmat tttO 



Bumpers Community Service Incentives 



Type of Deferment on Partial Partial 

Service Repayment as Cancel Cancel 

Serve Perkins Stafford 



P«ic» Corpt/Vlsta YES 

MtfcltMTS 

Comparable Strvlc* YES YE8 

with Ux-tx»mpt 
Community ttrvic* 
orgintzatlont 
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ronrtllalton of nafhmal tttroct anadoot aOTi ■lailinoi Uh that r— r-'lt'ftftr atr^et iwiMt u tbt arr^et Otocrttari 

toaai ondar oxrrori law. ftm tha amhkja to ilmi - ta aaoparafrapb for as oraaatotoan 

Taat nar hi rofiniool an nhiHnl dam teoni thai n^ mteTtetLhT^ wtoto o mmm toaa taaatow aadtr aa> 

^Js^f«£ u 2^ r.sr^s^r^s-^ 



*.,^k T - -- *V Tte> jy^ pP ; to Prortdt atrrtof to too oototottofty. nUiiiMina wtoco aaaatol tot artactr 

Miichofv prooasal arai atoa adoptod Tha flat yoora after oottcao art lha 1ST aww 

? *ba Hoott to tte aajoton of too eo> parfaet Stow for youna poopto to pro- ~tn tbt ntatoasa aaat rait d ta crft t * tn 

a Z* e *J mtMl * aeKL ^ffirtoaato. atda atrrtot, Tbay aratoa ttoato to ba tastoaifaf tot fto totorotonoarto A«ioJ 

yj. my prepoaaj wat djoppod to code- bnrdanod with othay faapooAlbitma*. totttr 

tret toooo vtth ail otoar provWona toch ta cfcfldrtA, ontoM and *• mmmu* u> i» pmot os 

that ovoid hare aaacodad too Hlyhar caratr laddara. —*^a^ ™ tbt aottrty totoi ututr 

« baoaoto too ooSSwi My pTSS O . caat^rtt^a -ay £^£2?^^?- °^* aRlt ' 

£SSgj^ * !~te *wiar to proaaoto fttD^fiso fotootorTeoo? *!o?Ta2nmS^^ C*«ni* 

S^^S*^i 5?2?S??f STS*;^ o^aoararto coma* JL JSLT^^iJA^ti^S^ 

iJJJif^S^JSfS* H^ 1 ^»«^tot^Pr*r»toaaetorartoJa OAC iaiM»N}U))iiiM*^ 

M Part of the re- prortdto* oppcrUiontoi for ywm* iw >y MrtWi* -tr •* to* toa af «J»*»r 

aothortoUtoo tattotottos. paooaf to oSar thetr aarrtoBL Sataton^ 

I )oo» forward to warttoy e-ilh gro- til pcoatioJ aacrtftoai mart to aada tr ^ itaatotaa ctoaa Ur> la read at foJ 

_irt^c£SS ^ partJdpaoti, tort too el$o?t pr> » ia» *f mttw* a-cra*t to 
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. . ^^g.** 1 ™* ** **• ■ Um pmwtr Um fw m ftototr of t« too do- tof^AAWiJM of*. *a4 
3> y ^* W fMtoMM in i iTi r i ill ilii <» tawtfiw ftftforo U» —Hn t i« u 

(C> teomttt uur m O ii h hh <Q\ i 

_-. ^ .__ . tCMWf UM- 

* ••eft 

IMA or 

, mag SSTi SSTiI^^^SSliX pwww Km for ■ JabOt of to« <« a* 

- T : m^2ZZ^7Z^ W * m ~' 9 * » * O—umiT 

lot Ac* of jrn. or to oorfar» tmwnpg 

•Stoj^fi Sm 1 5 tlafsMM^^mt ■totppao of poyti* ta« tatmiH oo^ «Rl* to feto* out* lo c 

- *■ ^ **** ^^ww ^ «- •» « cf irtfirurUffc for pertoto of *nroUmto» o» 




br tfui Art thftO 



Csdt4UNtfttatomteM» of fcf» «c* loio *ftrttiia»hk to If* iwrkrf ^ 

«SJ eoSooittno vSSrSrth 1A» „ < ff^J fc * K^mkrrmr tofio* to £^J^^^2 (£»Aot 

»mtea» «taf» fmio teoftid to * nl> **» *m*an ttftfl to Oftcfc ftooJ 

wvnitf tt»r*trl2c€ &ftafen»ArtoI ^^^^ of ooc* tooo for 

ft}) «a mm 09ml 10 »» pmnt of L^"** 80 ip**n«» 

tl» mo ust for o lufir of too to* 0+ to popwo oa in. ^ m 

fTmrl Tn ■oT^n mm nf irn QjommiJlj **W»T «f»B oof»# cr oonproiJ 

SavMftotsan&tAe^ nor o Wgi iio n of otn«k» or goyr— ot of «nr. 

(«tte{«Wl^UMtmi^Wtte •rft V Pwt-*.«»»iom B to»»W>U»ttB»oa 
paa*tf«fI*o« 



OBKMd «f ioooi VNiM fa 
^^rSK^**fL l o,M ,11 — oa^«wofDr«a>i«tM*^itofM»ttoi 



tltoi 



-_-^^JJJvr* BWI * BB: ** -rt*Ai Th» wttfot of 0 has otflcfc «I»0 

JtjAwOB ftJAMi) &f tb« Ari ilfi OAC 2LS?i!i%^f JS^^SSS^^L^ 

IOt»ioj«» ^ Miraowi fey- ffyb ftNA> «f ttrii t oj ^w tfoo ^ 19 pwwt 

— (V* ffftwuo 4iL pcreofti for Cf» ***** 



pft/ftwATvi **wmtto**^mMM w of «** orrrko, ooo » porooii for 

ftod^o-»ad ^ * *" m,0 ° f«tfU>Kaoro|«ie»om»> 

iC> AAStftl M tfW MM) Uwmrf the fpUoo , "»?«ft PflrtfQOOH»tlaftB>iPftJB0TU» 

tta nrr rtity^-Hnjti aocrourj ndrr UUa mataiaa for oajr 

makn U>Sh SS\lm^ W-SLd* okvom f«r »oeA rw »hoiJ t» 

* - i ■ rnr rntf fi in m^ i i fcj n m N*^u»Aa«iff 

r«awoiporioAft4M»Btoo9«iajtoftvfw " tc » "ottotoi to IMi nA-rtlM shoD to 

ftft ft Mteftuor tor ****** win ftoM» ooo»viio4 to ovthorttt rrfaatoat to ao» ro- 

Cm A rt MAtof Um Bmmtk. VotoAUor Pto»toAB«»toAX*. 

pw^pftAc" of 1*73, or io »«-f«r» rooiron mc & maxtwvo voounw *»^«— — — 

w» omn m • ttOKtow ftstoorw of u or- roo Hmifin or rftmia m>o 

fffltoto otoeA a> oft—oi ifooi iQgftUoo nu»tuuH 

UBtorMCUoo IflltcaJiof tAo loMnaa t*> mrmi loMtftMl) fcctkw 

OOUO CAto Of ttoft if Itoj to ffO— O001 At *T7i»VJXC**> pf Uw Art (W DAC 

rrcojifo OBMpftttAAtoa oftkA MflftKJ Um UTTueIUCVtM A Hffttw lawAid- 

of- < A) to ilrftonp -^ohmiMT for* ond fmrrt 

"01 tto> a itnton ao oogt rtoo too m ooi to tog *¥«phjoj oT*. mmC 

ftKCtooffof lAoftor Lftftortooftft«rtoAotof 191 montto* tofot* «i» ortotectoo of 

imor end qt«roof <m fottc^tnc U u» Oottooct 

00 tsftow* ootal to 100 pormol of oAo> not imM ooBpiiHftStos wtitffi *• 

«>» oomrto Um for o Uad^ of 100 <m 00 oooto itoj rrnut of ^ 
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